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Are You Drawing..... 


—A set of by-laws? 


— Certificate of 


incorpora- 
tion? 


— Certificate of change of 
capital? 


— Retirement of shares? 
— Certificate of merger? 


—Papers for any corporate 
action? 


You may have the latest 
precedents, outlines, and back- 
ground information, if you are 
an attorney, by simply calling 
our nearest office. There is one 
within easy telephoning or over- 
night mailing distance from any 
spot in the country. 

You will find an experienced, 
capable representative of the 
company in — of the office 
nearest you, sady to provide 
you with the results of our 
forty-two years experience in 
working with attorneys in cor- 
poration matters. 
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If an attorney has all papers 
ready for incorporation of a com- 
pany, or for its qualification as 
a foreign corporation, no matter 
in what state or territory of the 
United States, or what province 
of Canada, we will take them at 
that point and see that every 
necessary step is performed- 
papers filed, copies recorded, 
notices published, as may be 
required in the state, statutory 
office established and_ thereafter 
maintained; in case of new com- 
panies, incorporators furnished, 
meeting held, directors elected, 
minute book opened. 

If, before 
pers, you wish to study care- 
fully the question of the best 
state for incorporation of your 
client’s particular business, the 
most suitable capital set-up or 
the soundest purpose-clauses, or 
the most practicable provisions 
for management and control, we 
will bring you precedents from 
the best examples of corporation 
practice on which to formulate 
your plans, or, if you desire, will 
draft for your approval certificate 
and by-laws based on such prece- 
dents. 


drafting the pa- 


If uncertain as to necessity of 
a client’s qualifying as a foreign 
corporation in any state, we will,’ 
upon submission of the facts, 
bring you digests (with citations) 
of leading court decisions show- 
ing the attitude of each state in- 
volved on the kind of business 
transacted by your client. 
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‘The Sales Tax 






NUMBER 2 


By Roy G. BLAKEy * 


HE rapid development of general sales taxes 
"a one of the most striking of post war phenom- 
ena. The revival of this form of taxation was 
confined almost wholly to foreign countries until 
1930, one might almost say until 1933, but the cumu- 
lative pressures of the current severe depression have 
recently forced the acceptance of such taxes by numer- 
ous American commonwealths. 
Many are now hailing the sales 
tax as the savior of our public 
finances and thus of our public 
services and property values. This 
is particularly true with respect to 
states and their local subdivisions. 
Certain it is that no other new tax 
if equal importance, except possibly 
the gasoline tax, has swept so rap- 
idly over our states in recent years. 
No other tax has been taken up so 
rapidly by state after state during 
the current depression, particularly 
during the past two years.’ None 
other seems likely to be pressed so 





legislatures which convene shortly. 
Doubtless, numerous proposals for 
sales taxes will be presented to the 
Federal Congress, also, and the 
movement seems to be spreading 
even to our municipalities. 

Are we to believe that this tax is 
the panacea for our financial ills? 
Or if not the panacea, is it the best 
available fiscal measure to pull us through the pres- 
ent emergency? Moreover, does it have features of 





* University of Minnesota. The writer of this paper is under obliga- 
tions to the officials of all states having sales taxes; to students of taxa- 
tion and laymen in most of these states; to Professors Carl S. Shoup 
and R. S. Vaile for valuable suggestions and data; and especially to 
Mr. Carl L. Nelson and Gladys C. Blakey who together compiled most 
of the data upon which this brief discussion is based. He has received 
much assistance, also, from the standard and other treatises dealing with 
this subject. 

Editor’s Note.—Professor Blakey’s paper was presented at a confer- 
ence on “Coordination of State and Local Finance” held at the Palmer 
House, Chicago, on December 29, 1934, under the auspices of the 
American Economic Association. 

‘If we except the revival of liquor taxes consequent upon the repeal 
of prohibition. In this paper the term “sales tax” is used in a rather 
testricted sense for the most part, as defined below (p. 64). In its less 
Testricted usage, it includes gasoline and most liquor taxes, of course. 
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permanent value for Federal, state or local purposes? 
In particular, what have been the experiences of 
those governments which have adopted the sales 
tax? 

Details of various sales taxes have been discussed 
at length by other writers. In this necessarily brief 
paper we shall be concerned chiefly with fundamen- 
tal facts and principles and partic- 
ularly with evaluations. Most 
attention will be given to the domi- 
nant types of sales taxes recently 
adopted by seventeen American 
states,” though some notice will be 
taken of other types employed else- 
where and proposed for use here. 
Attention will be focused more 
upon state and local than upon na- 
tional sales taxes and the very im- 
portant subject of coordination of 
Federal and state systems will be 
but briefly considered. 





Definitions 


anes and excise tax terminol- 
ogy is in much confusion; au- 
thorities disagree among themselves 
and the same individual is not al- 
ways consistent throughout his dis- 
cussions. There is a tendency on the 
part of recent writers to confine the 
term “excise” to the hitherto rather 
common internal taxes on the man- 
ufacture and/or sale of selected 
commodities such as tobacco, liquor, gasoline, et 
cetera and to reserve the term “sales tax” for 
a general impost with more or less uniform rate 
or rates. The definitions of Haig and Shoup will 
be followed approximately, though cognizance is 
taken of the fact that most people think of “excises” 
and “selective sales taxes” as sales taxes. Moreover, 
the term “general sales tax” is sometimes used ge- 


2 (a) Retail sales taxes: California, Iowa, Illinois, Kentucky, Michi- 
gan, Missouri, Ohio, Oklahoma, Utah. 

(b) General sales taxes: Arizona, North Carolina, Washington. 

(c) Gross receipts taxes: Mississippi, New Mexico. 

(d) Gross income taxes: Indiana, South Dakota, West Virginia. 
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nerically to refer to all of the group of types defined 
in the accompanying footnote.® 


Early Sales Taxes and the Recent Revival 


HOUGH it may be proper to speak of the sales 

tax as a “new” tax in the sense that it is rela- 
tively new in its present dominant form and in its 
importance for American states and certain foreign 
countries, nevertheless, its origin is shrouded in the 
dimness of ancient times and it or some variant has 
been present in certain forms in all or nearly all sys- 
tems of public finance of which we have detailed 
knowledge. Most of the sales taxes with which we 
have been familiar, however, have been of the selec- 
tive type commonly called excises which are ruled 
out by the definitions of recent writers, but sales 
taxes that come within the narrowly restricted defi- 
nitions of these recent writers were quite well known 
in both ancient and medieval times. 


The revival of these so-called “new” taxes is gen- 
oe dated from the adoption of the war and post 

var emergency general turnover taxes of Germany 
uly, 1918) and France (June, 1920) and the manu- 
facturers’ sales tax of Canada (May, 1920). Somewhat 
similar taxes were pressed upon the Congress of the 
United States in 1920-1921 and again in 1931-1932, 
but our national government has never resorted to 
general sales taxes, if the excises of the Civil and 
World Wars are not included under this terminol- 
ogy. Some thirty or more other national govern- 
ments throughout the world have, however, recently 
adopted such taxes, the most notable exceptions be- 
sides the United States being Great Britain, the 
Scandinavian countries, and Japan. 

West Virginia has commonly been cited as the 
American pioneer in the field of general sales taxa- 
tion ever since the inauguration of its “occupation 
taxes” in 1921. These occupation taxes were an 
approach to general sales taxes but they were not 
so general as the European turnover taxes. More- 
over, the rates were not uniform but classified, the 
exemptions were relatively high, and a large part of 
the taxes were upon the “production” rather than 
upon the “sales” of the extractive industries, in order 
to circumvent the Federal restrictions upon state 
taxation of interstate commerce. Since the radical 
changes of 1933, the West Virginia system is more 
like other general turnover taxes; it imposes taxes 
on gross income from services and professions, as 
well as upon sales, and hence is put in the class of 
“eross income taxes” along with those of Indiana 
and South Dakota. 





8 In order to get away from the general confusion of current termi- 
nology there is a marked tendency on the part of recent writers to 
follow (approximately) that adopted in the monumental study of Haig, 
Shoup, and associates. These definitions may be briefly summarized 
approximately as follows, beginning with the most restricted in applica- 
tion and ending with the most inclusive: 

‘Retail sales tax’? is the term commonly used where the tax applies to 
retail sales generally, though not to other types of sales such as those 
by manufacturers, wholesalers and other sales for resale. Food, clothing, 
farmers’ sales, admissions, sales of services by public utilities, et cetera 
may or may not be exempted. 

“General sales tax’? commonly covers most or all of what is covered 
by “retail sales tax,” and, also, resales of tangible personal property and 
sometimes sales of real property, but not sales of personal or profes- 
sional services by individuals. 

“Gross receipts tax’? covers a still broader base, including sales of 
personal and/or professional services, such as incomes of physicians, 
lawyers and others. 


“Gross income tax.”—The above taxes are primarily taxes on business. 
If the tax is ba seem to a still broader base, covering gross income from 
all sovrves, includine that from occasional and non-business activities, 


it is called a “gross income tax.’ 
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No American state followed the lead of West Vir- 
ginia until Georgia adopted a sales tax in 1929 and 


Mississippi in 1930. Pennsylvania, Connecticut, 
South Carolina and other states had had relativ ely 
low mercantile license, privilege and/or excise taxes 
of various kinds for years, but the concerted move- 
ment for general sales taxes at much higher rates 
did not really begin before 1930. In fact, this move- 
ment did not make much headway until 1933 when 
twelve * states adopted sales taxes. Four more states 
adopted such taxes during 1934.5 In 1933, twelve 
states passed laws taxing chain stores and two 
passed miscellaneous sales tax laws. At the present 
time (December 13, 1934) seventeen states have 
what we may call sales taxes proper, six have sales 
taxes of narrower application or with very low rates.’ 
twenty have special taxes on chain stores,’ and al- 
most every state has excise taxes of some kind. The 
sales taxes proper are classified according to their 
scope in Table 3.8 Most of our discussion will have 
reference to these taxes and the types which they 
represent. 


Reasons for Recent Rapid Adoptions 


HY have we had such a sudden stampede for 

state sales taxes? Without going into a de- 
talled analysis, it is safe to say that we would not 
have the current sales tax movement had it not been 
for the war and the cumulative effects of the post 
war depression. Incomes, the source of all revenues, 
have been generally and drastically reduced by vari- 
ous forces, but practically all are traceable to the 
war and post war derangements; taxes of all kinds 
have declined in productivity, while unemployment 
and other forms of relief have put more burdens on 
the government. There has been a general inability 
to balance either public or private budgets. Public 
and private salaries and wages have been cut, many 
have lost their jobs, many have lost their farms, 
homes, and all or a large part of other savings, prop- 
erty values have declined or vanished, taxes and 
debts have been impossible to meet. In such a situ- 
ation taxpayers grasp for the proverbial straw, for 
any measure that promises to save them, and admin- 
istrators grasp as hopefully for any measure that 
will bring in revenue. 

In an indirect sense, tax limitation laws and rigid 
constitutions have been causes of the adoption oi 
sales taxes in some states, in fact, some proponents 
have used such devices to force the adoption of sales 
taxes and other measures that would enable them 
to shift their burdens.® They feel justified in doing 
4 1933: Arizona, California, Illinois, Indiana, Michigan, North Caro- 
lina, New York, ‘Oklahoma, Utah, New Mexico, Washington, South 


Dakota. Important changes were ‘made in the laws of West Virginia 
also. 

51934: Towa, Kentucky, Missouri, Ohio. _ ,ortant changes were 
made in the laws of New Mexico, Mississippi, West Virginia, also. 

® Connecticut, Delaware, Louisiana, Feanatvenie. Vermont, Virginia. 

7 Alabama, Delaware, Florida, Idaho, Indiana, Kentucky, ‘Louisiana, 

Maine, Mary land, Michigan, Minnesota, Montana, New Mexico, North 
Carolina, South Carolina, Tennessee, Virginia, Vermont, West Virginia, 
Wisconsin. This tax is in litigation in West Virginia, hence is not being 
collected. 

8 See page 67 and footnote 2, ante. 

® Of the seventeen states here chiefly considered (that is, those having 
“sales taxes proper’), at least ten have limitations to tax levies. Con- 
stitutional limitations to the passage of income tax laws, or to improve- 
ments in tax laws are common. Californians, for example, adopted the 
“Riley-Stewart” amendment which not only limited the increase of local 
and state levies but abolished the gross receipts tax on public utilities 
which meant on the one hand a reduction of state revenue by $30 million 
and on the other an increase of the state’s expenses by $80 million caused 
by transferring to it the obligation to furnish school and other 4i 
formerly paid by the counties, 
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this because, with the modern shift in social and 
economic institutions, many people no longer own 
property or pay property taxes directly; moreover, 
tor political reasons, income and inheritance tax ex- 
emptions are made so high that the great majority 
escape these taxes also. Consequently, there is a 
feeling on the part of many direct taxpayers that 
they are bearing too large a part of the support of 
the government and that the masses should be 
reached through some measure such as the general 
sales tax. Of course, if it were not for administrative 
problems and particularly if it were not for the po- 
litical difficulties mentioned above, income taxes 
could be used to serve such purposes, in so far as 


they are legitimate, much more equitably than can 
general sales taxes. 


Proponents and Opponents 


HE main proponents of sales taxes have been 

those trying to shift tax burdens from land, in- 
comes, inheritances, et cetera; public employees 
fearing cuts in pay if not loss of jobs, and others 
fearing the reduction or loss of public services. 

The best organized and most active opponents of 
sales taxes have been associations of retail mer- 
chants, though, strange to say, they have not been 
organized in every state and in many cases their 
efforts have not been very vigorous or effective. 
Retail interests have sometimes been aided by 
wholesalers and manufacturers, also by labor and 
agricultural organizations. Some of the latter have 
put themselves in a rather unenviable position by 
their inconsistent stands. For example, representa- 
tives of the American Farm Bureau Federation, the 
Farmers Educative and Cooperative Union, and the 
National Grange appeared before the Ways and 
Means Committee in 1932 and plead that the Federal 
Government should not adopt a sales tax “for the 
broad reason that it is based on the necessity to 
consume rather than on ability to pay,” but they 
have since favored state sales taxes apparently with 
the hope that some one else would pay such taxes 
and that real estate taxes would thereby be light- 
ened, if not abolished. 

We shall next summarize briefly some of the main 
features of the state sales taxes recently adopted, 
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Table 1 


RATES OF RETAIL SALES TAXES? 








Rate 
_ State (Per Cent) 
ee ee ee eee ee 4 of 1 
1 


Oklahoma, Indiana, South Dakota................ . 
SR BARS ee ee ee oe ee eee 1% 
Utah, Illinois, Iowa, New Mexico, Mississippi, California 

(after June 30, 1935) 


ta er = oe eae ee rs 2 
Calformia: (Until June 30, 1935) «2.6.5... cccceccsecns 2% 
he en a nee 2% 
Michigan, Kentucky, Ohio, North Carolina............ 3 





1A few states having more general sales taxes are shown in italics 


to indicate the rates they apply to their retail sales. See following table 
for other rates. 








Main Features of New Sales Taxes 
Rate Structure 


N some states, principally in those having taxes 

on retail sales only, the rate is uniform; in others 
the tax bases are classified and the rates vary from 
class to class. No other states have divided sales 
and transactions subject to taxation into so many 
different classes and applied so many different rates 
as West Virginia, Washington, and South Dakota, 
though Arizona, Indiana, Mississippi, New Mexico, 
and North Carolina also have several classes. 


It will be noted in the accompanying tables 
(Tables 1 and 2) that 2 per cent is the most common 
rate applied to retail sales, but four states apply 3 
per cent ;'° three, 1 per cent; and two, % per cent to 
such sales. States having sales taxes more general 
in application than those on retail sales only usually 
apply much lower rates to sales by manufacturers 
and wholesalers. The manufacturers’ sales tax in 
Canada is at the rate of 6 per cent, though it was 
formerly much lower; the one recommended by the 
United States Committeé on Ways and Means in 
1932 was to have been at the rate of 2% per cent. 
It has been roughly calculated that, on the average, 
a general sales tax of 1 per cent is approximately 
equivalent as a revenue producer to a one-stage 
manufacturers’ tax of 4 to 5 per cent, and to a retail 
sales tax of 2 to 3 per cent. Of course, there are 
many large as well as small variations from these 
figures. Evidently much depends upon exemptions 
and also upon the administration of the different 
taxes compared. 


Table 2 


RATES OF GENERAL SALES, “GROSS RECEIPTS,” AND “GROSS 
INCOME” TAXES 














P ee Others ” 
ry & pe 0 
7 E F? = o® Es os Farmers .125 
= = == a : Ss 28 3  Publish- 
a = =v Se Sa et %y ers a 
7 x Ss § aS faa ae G Farmers” .25 
= Others 1.0 
% % % To % % Contrac- 
Arizona 1.5 5 125 a a B tors 1.0 
BS ' Others 2.0 
Indiana 1.0 25 25 1.0 1.0 25 Contrac- 
Mississippi 2.0 230 lati 2.0 2.0 ‘tors 1.0 
New Mexico. 2.0 425 25 2.0 2.0 -25 Others 1.0 
North " or 2.0 
Carolina 3.0 .04 ei a . Live- 
South Dakota 1.0 25 2s 18 1.0 1.0 stock pro- 
Washington a 2 a 25 1.5 a ducers 
2.0 to to Banks 4 
3.0 2.0 1.0 Stock 
West Virginia 2.75 15 3 1.0 5 £5 brokers 2.0 
to to to Banks 5 
6.0 3.0 9.0 Contrac- 
tors 2.0 








10 Ohio's tax adopted December 13, 1934, and effective January 1, 1935, 
is a retail sales tax with rates of approximately 3 per cent, though 
details of the new law are peculiar, 
































































































































































































































































































































































































Exemptions 


OST exemptions from state sales taxes may 

be divided into four main classes: (1) those 
accorded to businesses or individuals in a lump-sum 
—for example, $600 a vear in Michigan and $1,000 
a year in Indiana; (2) sales of commodities already 
subject to other special taxes—for example, gasoline, 
cigarettes, etc.; (3) sales not legally taxable by 
states, for example, interstate sales and sales to or 
by the Federal Government; (4) special classes of 
businesses or sales—for example, sales by farmers 
and cooperatives and sales to relief agencies." 


Administration 


HE simplest sales taxes with low rates S are prob- 

ably easier to administer than the usual income 
and property taxes, if adequate supervision is 
provided. Many proponents, however, have over- 
stressed the ease and simplicity of sales tax admin- 
istration. Later developments have indicated that 
many of them knew or cared little about administra- 
tive difficulties, but rather that they were mainly 
concerned in getting rid of their tax burdens regard- 
less of other considerations. Generally speaking, the 
most universal and simple sales taxes are the easiest 
to administer; exemptions and exceptions made for 
the sake of equity commonly complicate administra- 
tion and often increase evasion. 


The most frequent and troublesome difficulties 
that have arisen in the administration of the new 
state sales taxes have been connected with the fol- 
lowing: (1) the definition and interpretation of such 
terms as “sales,” “retail sales,” “sales for resale,” 
“business” vs. “non-business sales,” “interstate com- 
merce”; (2) distinctions between sales of tangibles, 
intangibles, and services; (3) problems of condi- 
tional and credit sales, consignments, returned goods, 
discounts, containers, rentals of tangible personal 
property; (4) problems of collecting fractional 
amounts due on small purchases and (5) the ever- 
present problem of evasion. 


Many state legislators have little appreciation of 
the difficulties that are inherent in sales tax adminis- 
tration. If, as too frequently in the past, they pass 
laws hastily without due consideration and provision 
for all such difficulties, they put unnecessary bur- 
dens upon the administrators and the courts, to say 
nothing of the taxpayers, and they may also render 
their laws much less effective than need be. Numer- 
ous states have been inexcusably careless about the 
inspection and auditing that is necessary to keep 
evasion to a minimum, though some have solved the 
problem in part by dodging it, that is by exempting 
certain lump-sum minima. It appears probable that 
some have not carried this dodge far enough unless 
they are to provide more supervision in the future. In 
few states have legislatures provided sufficient funds 
for adequate field audits and legal counsel. Evasion 

11See “The Sales Tax,” research report of the Kansas Legislative 
Council, November, 1934 (mimeographed). The plan of allowing a lump 
sum to be deducted from the tax was originally adopted for administra- 
tive reasons. Georgia formerly allowed an exemption of $30,000; West 
Virginia, $10,000. Mississippi’s first law allowed $5,000; her second, 
$1,200, and the recent law, none. This is typical of the’ trend. Only 
four states now allow such exemptions: Indiana, $1,000 a year; Michi- 
gan, $600 a year; Washington, the tax upon any one in case it would 
be less than $5 a year; West Virginia, $24 or $25 in tax, depending on 


the source of income. North Carolina places a maximum tax of $10 on 
any one article. 
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is likely to grow rapidly as different sellers learn 
what they can “get away with” unless improved 
supervision can keep ahead of them. It may be said 
in extenuation, however, that the present sales tax 
is very new and there is much yet to learn—and 
unlearn. 


Cost of Administration 

EPORTS on cost of administration are very 

incomplete as yet, and are likely to change as 
experience is developed. Costs were as low as 1 per 
cent of collections in West Virginia at one time, but 
most recent reports indicate usual costs of 2 to 4 
per cent. Due to special causes, they have run con- 
siderably higher in Kentucky, temporarily, at least, 
and they have run much higher in Pennsylvania with 
its old low-rate tax. 

Other things being equal, it will cost a fewer num- 
ber of dollars but a larger percentage of yield to 
collect a low-rate sales tax (say .5% or 1% on retail 
sales) than one with a somewhat higher rate (2% or 
3%, or even higher). The higher the rate, the 
greater the probable evasion but increased revenues 
make it more worth while to provide adequate super- 
vision. Evasion begets evasion; and one of the most 
common faults is the lack of provision for adequate 
supervision. The first three-fourths of almost any 
reasonable tax usually comes in voluntarily with a 
minimum of administrative difficulty. The remainder 
is much more expensive to collect and adequate 
effort to get this fraction will raise the average cost 
of collection, but if administration is lax ultimately 
all will become more difficult to collect; in fact, the 
whole tax may become a farce as did earlier state 
income taxes, not to mention existing taxes on in- 
tangibles. 


Fiscal Results 


HERE is little question that substantial reve- 

nues can be raised relatively quickly from sales 
taxes of different kinds. In fact, if equity is no con- 
sideration, general sales taxes may be used to extract 
millions of small sums aggregating huge totals from 
unsuspecting masses who pay consequently higher 
prices for necessities. Many advocate such “pain- 
less” taxation, particularly if it secures the results 
they desire. The amounts collected will depend 
mainly upon the incomes, that is, the spendable funds 
of the population, but also much upon the type of 
tax, the rates levied, the extent of urbanization in 
the area in question, and especially upon the effec- 
tiveness of the administration. 

The relation of collections to most of the above 
considerations is too obvious to need discussion. 
The relative productiveness of retail, manufacturers’, 
and general sales taxes was indicated above (p. 5). 
Of course, the more inclusive the tax, other things 
being equal, the more a certain rate or schedule of 
rates will yield, at least, within limits that the traffic 
will bear. We have not had sufficient experience 
as yet to determine the exact location of these limits 
in most cases, but one incidental advantage that 
should come from our various experiments with sales 
taxes should be more knowledge of such matters. 
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Table 3 
YIELDS FROM DIFFERENT CLASSES OF STATE SALES 
(F- 1 











; Sales Tax Total Gov’t 
Period Rate Collections Receipts 
State Effective Per Cent 1934 (In 1932 (In 
ir. thousands) thousands) 
Retail Sales Taxes: 
eo Sa 1933 2.5 3 $46,106 5 $ 631,049 
Mosh i ccna 1933-35 2.0 36,640 558,900 
SOM 5c heirs 88.52 1934-37 2.0 5,175 8 192,060 
Kemtmeny ...22..% 1934-36 3.0 3,743 14 92,112 
Michigan ......... 1933 3.0 34,872 443,966 
Missouri ......... 1934-35 = 1,905 7 184,065 
(New York) ..... 1933-34 1.0 23,156 ¢ 1,388,734 
Oklahoma ........ 1933-35 1.0 3,825 § 116,491 
CUE Sy reas os 1933 2.0 1,712 34,924 
i gat en ius 1935 eee te 506,534 
General Sales Taxes: 
ACID 65d cess 1933-35 -125-1.5 1,240 43,574 
North Carolina.... 1933-35 -04 -—3.0 6,012 ¢ 123,446 
Washington ...... 1933-35 -10 -5.0 4,576 144,230 
Gross Receipts Taxes: 
Mississippi® ...... 1932-34 -125-2.5 3,148 68,401 
New Mexico ...... 1933 .125-2.0 427 10 23,313 
Gross Income Taxes: 
re 1933 -15-1.0 12,000 2 221,547 
South. Dakota..... 1933-35 .25—2.0 2,252 52,080 
West Virginia..... 1933 15-9.0 10,985 #4 76,615 


1934-35 (surtax and 
retail sales 
tax) 


1Sales tax collection data from state administrators, most fiscal years 
ending June 30. Total government receipts from U. S. Census, Financial 
Statistics of States. (1t is not yet possible to get complete data for 
1934.) The term general sales taxes is sometimes applied to all of these 
classes to distinguish them from excises or selective sales taxes. This 
is an approximate classification ; the different laws do not lend themselves 
to a satisfactory clear cut classification in every case. West Virginia 
has a combination of different taxes and is difficult to put under only 
one classification. ‘There is also some question about the classification 
of New Mexico’s “Emergency School Tax.” Delaware, Pennsylvania, 
and Virginia have what may be called license taxes. The short-term 
sales taxes of Pennsylvania and New York have expired. 

The proposed general sales tax of Arkansas and the gross receipts 
taxes of North Dakota and Oregon were defeated by popular vote. 
Georgia’s sales tax of 1929 expired December 31, 1931. 

— for 12 months; $13,199,375.11 for 14 months ending June 
30, ° 

3 Both 1932 and 1934 laws. 

, — only 11 months as the collections for June were not made until 
uly. 

* Eleven months. 

6 For 9 months. Estimate for a year, $14,000,000. 

7 For 5% months. 

5 For 9 months. 

° 34 of 1%, July 1-August 3, 1933; 2%, August 4, 1933-June 30, 1934. 

” Three months’ collections. The previous law brought in approxi- 
mately $700,000 for the year ending June 30, 1934. 

"This includes receipts from various taxes, namely: 

Business and occupation tax............. $ 8,619,046 
Consumers’ sales tax 1,744,924 


620,985 


sf . ? $10,984,955 

The business and occupation tax is the only one that has been in effect 
a full year. 

3 Fig was passed December 13, 1934, to become effective Janu- 
ary l, a 

3 After June 20, 1935, the rate becomes 2%. 

* Five months’ collections. The earlier law (a graduated sales tax) 
brought in $58,692.81 for the fiscal year ending June 30, 1934. 








Studies of the effects of uibanization show clearly 
that collections increase generally and usually rap- 
idly as urbanization increases, whereas collections 
are small in rural communities. This has much bear- 
ing upon the use of sales taxes as substitutes for 
property taxes for local purposes.'? F 

Leading foreign governments using rather general 
sales taxes report collections running from 6 per cent 
to 75 per cent of total national revenues for 1931 to 
1933 (not including provincial and local revenues)." 
While West Virginia has gotten a considerable part 





"The correlation between sales tax collections and concentration of 
population can be found statistically for Illinois, Indiana, North Carolina, 
and Mississippi whose reports show each county separately. According 
to the report of the Kansas Legislative Council, collections in Cook 
County (Illinois) which has 52.19 per cent of the state’s population, 
were 64.18 per cent of the total state sales tax revenue. “The twenty- 
seven rural counties had 4.39 per cent of the state’s population but in 
them was collected only 2 per cent of the sales tax revenue” (p. 26). 
Putting it another way, “the per capita collection for the state was $4.80. 
But at one extreme, in the twenty-seven counties having no city of 2,500 
or more inhabitants, the per capita collection was $2.18; at the other 
extreme, in Cook County, which is nearly 98 per cent urban, the per 
capita collection was $5.90” (p. 25). 
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of its revenues for state government from sales taxes 
since 1921, these taxes have never been a very large 
fraction of total state and local revenues, (3 to 7 per 
cent) until the.adoption of the three new taxes of 
the past year, when they approximated one-fifth of 
the much reduced total. During the past year other 
American commonwealths, notably California, Illi- 
nois, Michigan, New York, Indiana, and Iowa, have 
gotten sizeable revenues from sales taxes, but most 
of these sums amount to only 3 to 8 per cent of total 
state and local revenues. A study of Table 3 will 
indicate something of how large a task it is to replace 
the property tax with sales taxes, as some advocate. 


A tax with a stable yield, particularly if the yield 
is significant in amount, is very advantageous to a 
government, though sometimes disadvantageous to 
taxpayers whose incomes fluctuate greatly. Although 
recent experience with the more general types of 
sales taxes is very short, except in West Virginia 
and foreign countries, we have sufficient data to 
draw tentative conclusions with some degree of con- 
fidence.’ It appears that the more general types of 
sales taxes, including manufacturers’ and retail sales 
taxes, have more stable bases than personal income 
taxes, or even than corporation income taxes. It 
should be remembered, however, that personal ex- 
emptions from income taxes and lump-sum exemp- 
tions or exemptions of necessities from sales taxes, 
while making for equity in many cases, nevertheless 
greatly lessen the stability as well as the amounts 
of yields. Excises on tobacco have been more stable 
recently than any general sales tax. An excise on 
any prime necessity or other article of inelastic de- 
mand would, of .course, yield a very stable revenue, 
but except under extraordinary circumstances, no 
tax of equal importance exhibits the stability (or the 
elasticity) of that on property, particularly of that 
on land values. However, in these days of tax hys- 
teria, these and other solid merits of such taxes are 
overlooked by those who can see nothing but their 
demerits. 


Recent studies have shown that it is possible to 
make reasonably dependable estimates of what sales 
and other taxes will yield.® Nevertheless, legisla- 
tors and sales tax proponents have been needlessly 
careless and continue to make misleading representa- 
tions of what proposed laws will do. This is very 
unfortunate for states and necessary public services 
which will thus be left in the lurch, perhaps with 
rigid tax limitations and other restrictions that leave 
no alternative to disaster.” 


13 For example: Australia, 16% (1933); Austria, 15.88% (1932); Bel- 
gium, 23.8% (1931); Canada, 9.7% (1932); France, 17.81% (1933) ; 
Germany, 10.51% (1930-31); Hungary, 10.81% (1932); Italy, 6.6% 
(1932); Russia, 75% (1933). Calculated from data in Tax Systems of 
the World, 1934, pp. 269-73. 


44 For example, besides direct evidence, we have Federal census, in- 
come tax, and other classified data on wholesale and retail sales, manu- 
factures, incomes, etc. In addition we have a great deal of state tax 
and other data, and also information from private sources. 

13 Notably those of the research department of the Kansas Legislative 
Council and the West Virginia University Bureau for Government 
Research. 

16 For example, such problems were faced in California, North Caro- 
lina, South Dakota, Ohio, and West Virginia. In South Dakota, for 
instance, the state property levy of eight million dollars was. eliminated 
on the supposition that the gross income tax would bring in eight or 
ten million dollars. The proceeds, however, were only two and a half 
million, so that the state was forced to borrow the difference, Tax 
limitations have resulted in a great increase in borrowing in Ohio and, 
in West Virginia, entire city governments have been abandoned, even 
jails have been closed and inmates turned loose, 



































































































































































































































































































































Allocation of Proceeds 


HE receipts from state sales taxes are distrib- 

uted quite differently in different states. In 
many cases, nearly all or large parts of the total go 
for schools; in other cases, to the general fund, but 
in some instances substantial school aid is later paid 
from this fund. In several states, substantial frac- 
tions go for emergency relief and in numerous cases 
the states share the proceeds with local units of gov- 
ernment which in turn use them for schools, emer- 
gency relief, and other purposes including property 
tax relief..7 In some states, notably West Virginia 
and South Dakota, the reduction in property taxes 
has been substantial, in others, very little.** Whether 
or not the cure is worse than the disease is another 


question which will be touched on briefly in the next 
section. 


Economic and Social Effects 
Incidence 


NE hesitates to take up or begin the discussion 
of so complicated matter as the incidence of 
sales taxes in a short paper. Nevertheless, the sub- 
ject is crucial and some brief statements seem called 
for even if they sound more dogmatic than is in- 
tended. It is sometimes said that no one knows the 
truth about incidence. It might equally well be said 
that no one knows the truth about economics, or 
politics, or medicine, or any other really dynamic 
social subject. In considering incidence one always 
has to take account of conditions affecting supply 
and demand, of economic frictions, time, et cetera. 
It is especially true of a new tax that it takes time 
to make adjustments and, because of the dynamic 
nature of modern business, adjustments have to be 
made continuously. When a new tax like the sales 
tax is introduced, it appears that manufacturers and 
wholesalers find it easier to make prompt shifts than 
retailers ; that large concerns, especially in the larger 
cities, can make such adjustments quicker than small 
concerns. It appears also that retailers will com- 
monly shift a 2 or 3 per cent tax quicker than they 
will a 1 per cent or smaller levy. The reasons for 
the above mentioned differences are fairly clear to 
most students of business psychology, nor is there 
much doubt that the amount of unshiftable taxes 
tends to diminish as sufficient time elapses to permit 
adjustment of sizes of packages, qualities, prices, 
consumer psychology, et cetera. 

While the incidence of the same tax varies with 
different commodities, time, places, and persons, and 
though each tax differs somewhat from every other, 
it is fairly well accepted by scholars as well as by 
others that the tendency of general sales taxes is 
to bear unduly heavily upon individuals with small 
incomes or means.'® This is much less true of ex- 
cises upon luxuries than of general sales taxes; it 

1 Eight states expressly allocate sales tax funds to schools: Michigan, 
Missouri, New Mexico, Oklahoma, South Dakota, Utah, Washington, 
and West Virginia. The law in North Carolina specifies that 98% shall 
go to the state fund, and the state provides for the schools. Six states 


snecify that some of the proceeds shall go for emergency relief: Arizona, 
Illinois, Iowa, Michigan, Missouri, Utah. 

4% In North Carolina, for example, it is claimed that property taxes 
have been reduced fourteen million dollars, six million of which have 
been sunplied by the sales tax, while the remainder has been “saved” 
by drastic cuts in school costs, largely by heavy reductions in teachers’ 
salaries. In Los Angeles, California, the property tax was cut 65 cents 
on the $100 valuation by the sales tax, but this was offset by new items 
of expense to the extent of 62 cents. 
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is less true of taxes that exempt such necessities as 
food, clothing, shelter and fuel than of those which 
do not. If sales taxes are not shifted to the con 
sumer, but fall upon business concerns, they may he 


fully as inequitable and indefensible as those that 
are shifted. 


Other Effects 


MONG the effects that should be considered are 
the influences of sales taxes upon integration 
of industry as well as upon savings, the distribution 
of wealth, the development of industry, and the busi- 
ness cycle. Existing data on such matters are not 
such as to change the settled convictions of most 
people and for the most part we shall have to rely 
largely upon deductive reasoning about these sub- 
jects, at least, for some time to come. The present 
writer has not swung to the extreme left in his opin- 
ions on these subjects and has some doubts even 
about present tendencies with respect to such rela- 
tively minor matters as special chain store and proc- 
essing taxes. While he would not advocate that 
taxes should never be used for non-fiscal purposes, 
he would suggest that, if it is proposed to use a 
pocket-knife as a screw driver, some consideration 
should be given to its effectiveness as a screw driver, 
as well as to its probable future usefulness as a knife 
after use as a screw driver. Mention may be made, 
however, of the role that might be played by certain 
kinds of sales taxes which can be collected monthly 
or daily in great volume during a period of rapidly 
rising prices, though it is said that control of infla- 
tion in France required the raising of income and 
other taxes as well as the employment of sales taxes. 
It is much sounder to evaluate a tax as a part of a 
specific system, however, than as if it were the only 
tax. Sometimes sales and other consumption taxes 
may be employed properly to offset the overpro- 
gressive character and the instability of certain other 
parts of a tax system by using them to secure small 
contributions from receivers of modest incomes that 
are not administratively economical to tax other- 
wise. The right sort of combination may be better 
in a particular situation than any single tax used 
alone. But the substitution of a sales tax for all 
property taxes, or for even a major part of such 
taxes, as is proposed in some states, is a very differ- 
ent matter from that of using it as a minor or sup- 
plementary tax. Consideration should always be 
given to the question of whether a proposed measure 
offsets or exaggerates existing regressivity or pro- 
gressivity. All other probable important effects in 
any specific situation should be considered also. 


Federal and State Sales Taxes 


ANY have advocated that the Federal Govern- 

ment administer rather inclusive sales taxes 
and redistribute all or part of the proceeds to the 
states. This arrangement would overcome several 
administrative difficulties, particularly those which 
the states meet due to restrictions on interstate com- 
merce and to conflicts and differences in state laws 


19 See Dr. Mabel Walker, Where the Sales Tax Falls (pamphlet), Tax 

Policy League, March, 1934, as well as the standard treatises on inct- 
dence. None of the recent or other studies of sales taxes which the 
writer has been able to read casts any real doubt upon the validity o! 
principles of incidence hitherto adequately deduced and supported. 
Apparent exceptions refer to economic frictions which are always taken 
into consideration by thoughtful students. 
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and administration. The National Government 
might successfully collect all such taxes from one- 
stage levies on manufacturers or wholesalers as 
states cannot, thus simplifying and making more 
effective administration while reducing its cost.?° 

Few states would welcome such an arrangement 
if they received much less from such sales taxes 
than from their own existing levies; there would 
be much difficulty in arriving at satisfactory alloca- 
tion formulae; there would be a further weakening 
of states’ rights and home rule and a distinct move- 
ment toward more extravagance which inevitably 
accompanies less direct and conscious participation 
in the provision of funds by those spending them. 
It is an open question whether or not such extrava- 
gance would not ultimately more than nullify all of 
the advantages of improvements consequent upon 
Federal administration, particularly if much better 
control methods are not adopted. 


Rates and Yields 


Professor Heer has calculated that it would require 
a manufacturers’ sales tax with rates from 1.75 per 
cent to 4.40 per cent, varying with exemptions and 
inclusions, in order to raise the $486,000,000 which 
he estimated would be necessary if the Federal Gov- 
ernment undertook to replace state sales taxes and 
repealed certain Federal excise taxes considered 
objectionable to states, and even then such states as 
California, Michigan, and Illinois would not receive 
nearly so much as from their present sales taxes.”? 

It has been estimated roughly that a Federal 1 
per cent manufacturers’ sales tax which made allow- 
ance for duplications represented by semi-manufac- 
tures—about one-third of the total—would, in a year 
comparable with 1931, yield from $240,000,000 to 
$290,000,000 ; about a fifth less if food were exempt- 
ed; and about two-thirds of the above figures if both 
food and clothing were exempted. All United States 
sales by all retailers, wholesalers, manufacturers, 
extractors, and others for a similar year are esti- 
mated roughly as coming within the range of 
$80,000,000,000 to $100,000,000,000 so that a perfectly 
administered 1 per cent national tax on all sales 
might bring in $800,000,000 to $1,000,000,000 if no 


exemptions were permitted. 


Conclusions and Comments 


HIS part of the discussion may be summarized 

_ briefly by saying that if we are to have sales 
taxes generally, they can be administered more uni- 
formly and efficiently by the Federal Government 
than by forty-eight states, though with certain risks 
as indicated above; that in such case one-stage man- 
ufacturers’ sales taxes would be preferable to retail 
or general sales taxes unless the demands for reve- 
nue should prove so great that rates higher than 6 
or 8 per cent would be required. In such case, more 
general sales taxes with lower rates might be prefer- 
*0In 1929 there were only 211,000 manufacturing establishments pro- 
ducing more than $5,000 worth of goods per annum; these accounted 
for 99% of total output. On the other hand, there were more than 
1,500,000 retail stores. For valuable discussions of this subject, see 
March 8, 1934, and Jan. 1935 (mimeographed) reports of the Interstate 
Commission on Conflicting Taxation. See also discussions by Professors 
Haig, Seligman, and others in the Proceedings of the National Tax 
Association and also in their various published and forthcoming works. 
21The assumption was that the $486,000,000,000 would furnish all 
states—sales tax states and others—the same per capita. See “A State- 


Shared Federal Sales Tax’’, research report prepared for Interstate Com- 
mission on Conflicting Taxation. March 8, 1934. (Mimeographed.) 
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able. General sales taxes including gross receipts 
and gross income taxes, would be less equitable than 
retail sales taxes, however, especially if food and 
clothing were exempted from the latter. But if they 
proved fiscally adequate at feasible rates the more 
general levies might help to meet certain emergen- 
cies as last resort measures. 


If administered by the states, retail sales taxes 
are more feasible than manufacturers’ sales taxes 
though, if used, prime necessities should be exempted 
if possible. Generally speaking, a 2 or 3 per cent 
rate appears more justifiable than much lower rates 
if the emergency is such as to require such taxes 
at all. Costs and difficulties of administration are 
usually much less than twice as great for a 2 per cent 
sales tax as for one of half that amount. If an 
unduly high rate is necessary to get funds to carry 
on essential public services, a state may be forced to 
adopt a still more general base with lower rates 
despite the serious inequities and social consequences 
involved. But such a necessity would usually be 
political and reflect little credit upon a state. 


Nearly all problems of taxation raise questions of 
alternatives. Should the best available tax be levied 
or should the services which such a tax would supply 
not be furnished? Which alternative would involve 
the most serious public (social) consequences? Or 
which would result in the greatest public welfare, all 
things considered? 


Believing as the writer does that there are better 
available sources than general sales taxes for both 
Federal and state governments, especially for any 
large portions of their needs, he cannot wholeheart- 
edly recommend such taxes unless political or other 
contingencies render such an alternative preferable 
to others that now seem worse. For example, prac- 
tically all taxes come from income in the last anal- 
ysis, and it is theoretically if politically possible to 
devise income taxes with higher rates, lower exemp- 
tions, and sufficiently good administration to collect 
almost as much revenue from all income classes and 
do this more equitably than can be done with any 
general sales tax. 


Nor is the present writer willing to concede that 
all real estate and other existing taxes should be 
eliminated or even finally established upon the basis 
of present incomes and values, as if the current 
depression would last forever. Past history should 
be remembered and selfish vested interests should 
not be allowed to stampede us into giving them per- 
petual bonuses, though we should always take ade- 
quate cognizance of significant economic and social 
changes and adapt our tax systems accordingly. For 
example, we probably should shift perceptibly from 
so much dependence upon property taxes to more 
reliance upon income and inheritance taxes. On the 
other hand, now might be a good time to think about 
establishing bases for socially created taxable land 
values in the future, particularly in our cities. 


Professor Seligman has said, “a general sales tax 
is the last resort of those countries which find them- 
selves in such difficulty that they must subordinate 
all other principles of sound taxation to the one 
principle of adequacy.” Long before that he stated : 


22 Studies in Public Finance, p. 131, New York, 1925. 
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Amid the clashing of divergent interests, and the en- 
deavor of each social class to roll off the burden of taxation 
on some other class, we discern the slow and laborious 
growth of standards of justice in taxation, and the attempt 
on the part of the community as a whole to realize this 


justice.” 

In times of prolonged depression like the present, 
however, when thousands of hard pressed taxpayers 
and others have reached the stage of desperation, 
when they are willing to try anything—any patent 
medicine or panacea—then they are in a mood which 
makes them easy victims not only of their own self 
deceptions but also of the alluring promises of others 
always anxious to find opportunities to shove their 
tax burdens off their own shoulders regardless of 
where they fall. In such times the majority of the 
people are not inclined to weigh alternatives care- 
fully and may accept very questionable measures. 
It may be queried, in fact, if the sales tax movement 
is not one which is being foisted upon majorities by 
interested and aggressive organized minorities. It 
must be admitted, however, that millions of property 
owning taxpayers and voters probably never had 
more vivid realization of taxes they would like to 
get rid of, even if they are shifted to others. On the 
other hand, it may be noted that no recent American 
sales tax submitted to popular referendum has sur- 
vived, though several tax exemption and limitation 
measures have been approved. Everybody wants 
government services, they are now in greater de- 
mand than ever, but who wants to pay taxes? Why 
not shift all on to the other fellow—or borrow? 


Some General Considerations 


HE fact is that we and the rest of the world 

have been going through a prolonged catas- 
trophe; we are only beginning to recover from an 
unprecedented relapse—at least, we hope we are 
recovering. We are still far from normal, econom- 
ically and mentally. Complete financial recovery and 
wholly sane procedure cannot be expected until eco- 
nomic recovery is more substantial, and vice versa. 
In truth, sales taxes are less important in them- 
selves than as symptoms of a distraught world and 
as warnings of more serious dangers. Advancing 
communication and transportation necessitate ever 
closer and firmer world integration, despite any tem- 
porary explosions and reversals. The passing from 
pioneer to mature economic and political develop- 
ment spell the inevitable even if slow doom of the 
loose financial methods of pioneer days. 





Progress must be made in all jurisdictions with 
respect to the reorganization of the units and serv- 
ices of governments; with respect to the selection, 
training and tenure of personnel; with respect to the 
coordination of Federal, state and local functions, 
expenditures, taxes and debts. The states and their 
administrative units, as well as the Federal Govern- 
ment, have a long way to go yet before they will 


23 Essays on Public Finance, p. 18, New York, 1925. 
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reach reasonable standards with respect to organiza- 
tion, budgeting, auditing, purchasing, and civil sery- 
ice. A qualified civil service is imperative, its 
prerequisite is a better qualified citizenry, one quali- 
fied by a sufficient knowledge of public affairs and 
imbued with sufficient public spirit to appreciate and 
insist upon efficient public service rather than upon 
patronage and the “pork-barrel.” 

If the states and their local units turn from much 
less dependence upon property taxes to more de- 
pendence upon income, inheritance, sales, or other 
taxes with very fluctuating bases, much more atten- 
tion will have to be paid in the future to the building 

up and maintaining of reserves and to the paying 
off of debts in times of prosperity so that more bor- 
rowing will be possible in times of depression. 
American experience with reserves in the past has 
been a sad one; moreover, our experience with public 
debts has been far from ideal and should give pause 
to all advocates of inflexible drastically low tax 
limits which tend to increase borrowing instead of 
paying-as-you-go. 

Most of our present thoughts and efforts are fo- 
cused on the problems of the present emergency and 
on the difficulties in our respective states and nations. 
This is quite natural, but far-sighted planning of our 
public finances requires that our citizens shall look 
some years ahead and even beyond our own bound- 
aries. The thing most vital to the recovery of Amer- 
ican national, state and local finances, is national 
and international economic recovery. Until the citi- 
zens of this state and other states and countries 
learn more about economic and political organiza- 
tion, and especially until they learn how and are 
really willing to make necessary sacrifices in order 
to work together more effectively instead of carrying 
on more or less continuous warfare—industrial, 
trade, and military warfare—until they /earn better 
and do better in preventing economic and military 
cataclysms, there can be no long time stability or 
dependability in private or public production of in- 
come, and income is the basis of all private and 
public finance and service. 

It is obvious that the citizens of the United States 
are, in a sense, at the mercy of the rest of the world, 
but so are the citizens of every other country. While 
the people of each government will necessarily con- 
tinue to focus their attention on things close at hand, 
nevertheless, if they are ever to profit by the expe- 
rience of the past and put their finances, public and 
private, upon even approximately stable and sound 
bases, they will have to take longer and broader 
views than they have in the past. If we are to make 
progress, the people of Minnesota, or Illinois, or 
Kansas, or some other state will have to lead and the 
people of practically all states and countries will 
have to join in the movement. This is true regard- 
less of the forms of economic and political organi- 
zation that shall prevail in the future. 
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Actual Gross Income Versus Taxable Gross 








Income Under The 1934 Act 


By WattTER A. COoopER * 


OO often tax papers are devoted to a discussion 

| of particular problems, decisions or rulings, 
without sufficient attention being paid to the 
principles and theories underlying tax procedure in 
general. If we have a better understanding of the 
fundamental theories, we will be able to appreciate 
to a greater degree the basis of many of these deci- 
sions and to apply them to different circumstances 
and facts, instead of being limited 
to the tax treatment of the particu- 


to apply them, our present procedure is most involved. 
Congress has also further complicated the matter 
by writing into our tax laws additional departures 
from accounting principles, either by exempting 
what we would normally regard as income or disal- 
lowing true deductions. As a result, we have reached 
the point where taxable net income may differ quite 
materially from what accountants would say is the 

true net income of the taxpayer. 





lar item of expense or income in- 
volved in each decision. 

Those who have been concerned 
with income tax practice for a num- 
ber of years will recall that when 
income taxes first began to receive 
serious consideration (about 1917 
when the first high-rate tax law was 
enacted) the law was administered 
largely by accountants or persons 
accounting-minded. Our first Ad- 
visory Tax Board was composed 
largely of accountants. We were 
all inclined to regard taxable net 
income and true net income in the 
accounting sense as being rather 
synonymous. It was not long, 
however, before technical problems 
developed and we began to realize 
that we were operating under laws 
containing specific provisions relat- 
ing to gross income and deductions 
which did not necessarily produce 
true income from the accounting 
point of view. Naturally, many disputes arose and 
a number of them reached the courts in tax’ pro- 
ceedings of various types. 

For quite some time, the courts and the Bureau 
of Internal Revenue were inclined to decide these 
problems on a strictly legal basis. This tendency pro- 
duced some obviously inequitable results and during 
the past ten years there has been a gradually wid- 
ening tendency to inject accepted accounting prin- 
ciples into the consideration of disputed points. In 
some instances this has resulted from recognizing 
the realities of a situation, with which accountants 
are so much concerned, rather than confining con- 
sideration strictly to legal precepts. Whatever the 
causes, we seem gradually to be narrowing the gap 
between accepted good accounting practice and 
proper tax procedure. 





Unfortunately, however, we have a long way to 
go (if we ever get there) and as many of our older 
precedents are still wholly legal concepts, and some 
not quite so old are the result of attempts of persons 
who have no understanding of accounting principles 


* Certified Public Accountant, New York City. 
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The subject of Gross Income is a 
rather broad field to explore in a 
short article. It is not possible to 
outline and discuss the large num- 
ber of items of gross income which 
may be treated differently in a 
statement of taxable income from 
the manner in which accountants 
would treat them in an income 
statement. Nevertheless, there are 
some fundamental theories under- 
lying the determination of taxable 
gross income and I shall try to 
trace some of them through our in- 
come tax law. 

In accounting practice, we do not 
feel that in order to rendér satisfac- 
tory service we must have studied, 
or had experience with, every type 
of business or accounting problem. 
We school ourselves thoroughly in 
™ basic principles and then apply 
them to the different facts and cir- 
cumstances as they arise. So far 
as possible, we should do the same 
thing in tax practice. Some accountants, however, 
make no attempt to do so, thinking perhaps that 
one must know all the cases and rulings or, worse, 
do not recognize that tax accounting may differ from 


accepted accounting principles and apply the latter 
erroneously. 


I will not attempt, here, to repeat in detail the 
provisions of Section 22 of the Revenue Act of 1934 
which define the meaning of the term “Gross In- 
come.” It should be sufficient, for the purpose of 
this paper, merely to recall that it is very broad and 
includes almost every type of income from every 
conceivable source. 


The differences or variances between taxable 
gross income and what we would call true gross 
income in the accounting sense may be classified, 
roughly, into four different groups: 


1. Those resulting from constitutional limitations on the 
rights of the Federal Government. 
2. Those resulting from specific exemptions allowed by 
Congress either: 
(a) To facilitate Federal Government operation, or 
(b) For the purpose of equitably easing the tax burden 
in cases where transactions result in profits but 





































































































































































































































































































































































































































































































































































































































































































































































leave the taxpayer either without the cash with 
which to pay the tax and/or with an interest in 
the same or a similar asset. 

3. The differences resulting from a strict application of 
a particular method of determining taxable income, each 
year standing by itself. 


4. The differences resulting from a prior election to use 
a particular method which the law requires be continuously 
used thereafter, unless permission to change the method 
is first obtained from the Commissioner of Internal Revenue. 

Some of the types of variances mentioned merely 
result in changing the year in which income is 
taxed, taxable income and true accounting income 
over a period of years being the same. However, 
with tax rates changing and with losses of one year 
not being carried into succeeding years as offsets 
against such later years’ income, one can readily 
appreciate that the year of inclusion may make a 
substantial difference in the tax liability. 


Constitutional Limitations 


The first group of variances resulting from consti- 
tutional limitations on Federal powers has two gen- 
eral bases: 


1. That the Federal Government shall not interfere with 
the conduct of State business or State Government by the 
several States or sub-divisions thereof. 

2. That Congress, without apportionment among the sev- 
eral States, may tax only what is truly income and only 
so much thereof as accrued after March 1, 1913, prior to 
which date it did not have the right to tax income without 
apportionment. 

It might be pointed out here that there are no such 
limitations on deductions, as Congress can allow no 
deductions if it so desires. 


Interference with State Powers 


ITH these principles in mind, we can readily 
understand why the law exempts interest on 
obligations of a state or territory and subdivisions 
thereof, including the District of Columbia, and sal- 
aries of their officers and employees. To do other- 
wise would interfere with a state’s borrowing power 
and impair its operating efficiency. Nevertheless, 
such items do constitute real income and we account- 
ants could not support the exclusion of the same 
from any accounting statement of income. Carrying 
that thought further, it becomes logical to hold, as 
the Bureau of Internal Revenue now holds,' that the 
discount at, which such obligations are issued like- 
wise is exempt when realized by the holder. Thus 
accounting principles, which recognize discount as 
being just as much part of the cost of borrowing as 
is the interest, are injected into the interpretation of 
law. That principle has been further extended to 
exempt such interest and discount even when real- 
ized by the holder of the bond through a sale thereof 
to another, under which circumstances the state does 
not pay anything direct to the vendor.? Discount 
in such cases is prorated on a straight line basis, not 
a funded basis, over the life of the security. If the 
discount actually realized by the purchaser and seller 
is greater, then the balance is treated as a taxable 
gain; but if less, then only the amount actually real- 
ized is exempt. 
Following the same principle, we exclude, in de- 
termining taxable income, real income in the form 
of salaries paid to officers and employees of states 


47. D. 4276, VIIT-2, C. B. 83. 
2G. C. M. 10452, X1-1C. B. 18. 
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or subdivisions thereof, for the performance of essen- 
tial governmental functions. The cases generally re- 
quire that the services rendered by the recipient be 
in the nature of a continuous employment rather 
than a single, isolated task and be rendered in ac- 
cordance with state law. and under state control as 
distinguished from an independent contractor who 
may be given a specific job to perform or result to 
accomplish but keeps within his own control the 
manner and means for its accomplishment. 


The Significance of March 1, 1913 


HE fact that Congress first obtained the right 

to tax income, without apportionment, on March 
1, 1913, results in excluding from gross income a 
number of items which we might normally include in 
income. As you know, the Federal Government 
prior to that date had no right to tax income without 
apportioning the tax among the States according to 
population. As a result, any income accrued or ap- 
preciation in value of property owned on March 1, 
1913 is not subject to tax even though it was not 
then due or payable and may be realized or recorded 
many years after 1913. This exemption applies to 
accrued interest, accrued salaries, royalties, damage 
claims and other claims, the right to which definitely 
accrued and became established prior to March 1], 
1913 even though the amount thereof might not 
have been definitely determined on that date. The 
principal problem, from a tax point of view, in con- 
nection with this phase of our income tax procedure, 
lies in determining whether or not the right to the 
income or asset, particularly damage claims, infringe- 
ment claims, etc., or appreciation definitely existed 
on March 1, 1913. Although it may be rather diffi- 
cult to reconcile one or two decisions of lower courts 
with the general theory, the majority of cases in- 
volving that question seem to apply quite definitely 
the principle that if the right to receive property 
definitely existed on March 1, 1913, even though it 
was not then payable, or required a court action to 
make other parties recognize the right and determine 
the amount thereof, the proceeds are not subject to 
tax.. Of course, if the right to recover depended on 
some subsequent fact or happening rather than on 
facts known or knowable on March 1, 1913, it be- 
comes taxable. 


What Is Income 


E cannot leave the subject of differences be- 

tween true and taxable income based on consti- 
tutional limitations without some reference to the 
dicta of the Supreme Court as to what constitutes 
income in the broad sense. Most of us are familiar 
with the general definition laid down by the Supreme 
Court in the Eisner v. Macomber case, 252 U. S. 189, 
namely, that “In general income is the gain derived 
from labor, capital, or from both combined.” To be 
subject to tax, therefore, a receipt must constitute 
income in that sense; not the broader sense of being 
any receipt even if it results from a legal right and 
is not a gift. On the basis of this principle our 
courts and the Bureau have held that many items 
constituting real income to the recipient are not sub- 
ject to tax. Thus we do not include in taxable in- 


® Safety Car Heating & Lighting Co. v. U. S., 5 Fed. Supp. 276. 
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come damages received for personal injuries or sick- 
ness, for alienation of affections, slander, libel, breach 
of promise and similar income. We also exclude 
alimony.® One of the more recent additions to this 
class of exempt income is that of the income received 
by a widow from a trust or an estate in return for 
her release of her dower rights in her husband’s 
estate.© Income of this type is now held to be a re- 
turn of capital, of which the widow became possessed 
at the time of her husband’s death until the full value 
of that right has been recovered. Amounts in excess 
of that value represent gain and are taxable. 

Also under this phase of constitutional limitations 
fall the problems relating to transactions by a corpo- 
rate taxpayer in its own stock or the liquidation by 
any taxpayer of its own debts at less than par. 

It has long been recognized that if a corporation 
issues its own stock for, say, $100 and settles that 
obligation by paying only $90, the $10 is not the 
result of labor, capital or both. Hence, it was held 
non-taxable. Until a few years ago, practically any 
transaction involving, at one end, a participant’s own 
stock was nontaxable. Recent cases, however, have 
held a corporation may be taxable on receipt of its 
own stock, such as in the case of reacquiring its own 
stock in settlement of a damage claim which, if set- 
tled in cash, would have resulted in taxable income.’ 

This year the Bureau of Internal Revenue issued 
a ruling holding that transactions by a corporation 
in its own stock may give rise to taxable income de- 
pending on the circumstances.* Unfortunately, it is 
one of those broad, wide-open rulings that may be 
interpreted almost any way until court decisions 
have established its limitations. Undoubtedly, how- 
ever, the test of whether or not the credit resulting 
from the transaction is a gain derived from the use 
of labor or capital, or both, will be of prime impor- 
tance. 

The same is equally true of forgiveness of indebt- 
edness or its cancellation for less than par. Apply 
the test and we find that forgiveness or release be- 
cause of inability to pay is not the result of using 
capital or labor. It is not taxable. On the other 
hand, having available capital, the repurchase of an 
obligation not yet due for less than face value pro- 
duces a credit that results from using capital. Hence, 
it has been held taxable.® 


Contractual Relationships Facilitating Federal 
Government Operation 


UR next group of variances results from ex- 

emptions specifically included in the law by 
Congress for the purpose of facilitating Federal Gov- 
ernment operation. These are the exemptions in 
whole or in part of interest on federal obligations 
or obligations of corporations created under acts of 
Congress as instrumentalities of the Government. 
These exemptions are matters of convenience for 
the Federal Government to aid its financing pro- 
grams. Except as to interest on obligations issued 
prior to September 1, 1917, which is wholly exempt. 





* Sol. ry 132, 3-1. C. B. 92. 
* Art. 83, Regulations 77. . 
° Appeal of Mary R. Spencer, 20 B. T. A. 58, acquiesced X-1 C. B 


i Ga. 
*Commissioner v. S. A. Woods Machine Co., 57 F. (2d) 635. Cer- 


tiorari denied, 53 S. Ct. 15. 
ST. D. 4430, XIII-20-6792 and G. C. M. 12955, XIII-20-6800. 
°U. S. v. Kirby Lumber Co., 284 U. S. 1. 
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such interest is exempt only to the extent provided 
in the acts authorizing the issuance of the securities. 
The basis for this lies in the fact that the Govern- 
ment, or its agent corporation, having issued se- 
curities all or partially tax exempt, a contractual 
relationship has been established and cannot there- 
after be altered by later acts of Congress. So we 
have to turn to many other acts of Congress to deter- 
mine our taxable gross income. There are too many 
government and agency corporate issues to attempt 
to list them here. Full details are readily obtainable 
in the tax services. In passing, however, it might 
be noted that in cases of limited exemptions each 
member of a family is entitled to the full limit of 
exemption, even though they file a joint return, and 
that, with respect to corporations, while the interest 
on most of these obligations is exempt from normal 
income tax, most of it is subject to excess profits 
tax under the Revenue Act of 1934. 


Equitably Adjusting the Tax Burden 


HE next group of variances covers the specific 

exemptions resulting from the desire of Con- 
gress to equitably adjust the tax burden among 
various types of taxpayers. One of the more im- 
portant of these is the partial exemption of profits 
on the sale or exchange of capital assets. These 
profits, under the 1934 Act, may be only partially 
subject to tax, depending upon the length of time 
they have been held by the taxpayer.’*® This partial 
exemption is applicable only to individual taxpayers 
(directly or through partnerships, estates or trusts) 
and does not apply to corporate taxpayers. Such 
profits are taxable 100 per cent if the capital asset 
had been held for not more than one year, 80 per 
cent if held for more than one but not more than 
two years, 60 per cent if held more than two but not 
more than five years, 40 per.cent if held for more 
than five but not more than ten years, and 30 per 
cent if held more than ten years. Note particularly 
the following: 

1. The asset must be a capital asset, which is defined 
as being any asset not inventoriable and not held primarily 
for sale to customers in the course of a trade or business. 

2. The period determining the per cent taxable ends on 
the last day of the year of ownership, the law defining the 
periods as not more than one, two, five or ten years. 

3. The gain must result from a sale or exchange. A 
redemption of a bond by the debtor is held to be a sale 
or exchange for determining the creditor’s tax liability 
but gain on redemption of stock through distributions in 
liquidation is 100 per cent subject to tax regardless of the 
period the stock was held. Losses on liquidation, however, 
are only partially deductible in accordance with the table. 


4. Profits or losses arising from options all fall in the 
one-year class. 


If the property sold was acquired in connection 
with an exchange on which gain or loss was not 
recognized, and pursuant to which the securities or 
properties received take the same basis as those 
given up in the exchange, the assets received are 
deemed to have been held from the time the property 
exchanged was first acquired. Likewise, if the prop- 
erty was acquired under circumstances requiring 
the_recipient to use, as his basis, the basis of the 
prior owner, the period held includes the period the 
asset was owned by the previous holder as well as 





10 Sec. 117. 















































































































































































































































































































































































































































































































































































































































































































































































































that of the recipient. In cases where stock or secu- 
rities were received as a distribution and no gain 
was recognized to the distributee, under Section 112 
(g) of the Revenue Acts of 1928 and 1932, and as to 
stock dividends and rights, the period during which 
the taxpayer is deemed to have held the stock or 
rights so received on such distributions will include 
the period during which he held the stock with re- 
spect to which he received such distributions. It 
should be noted, however, that while the date of 
acquisition of a stock subscription right is deemed 
to be the same as that of the stock on which such 
rights are received, the purchase of stock under such 
rights is not dated back and the period held starts 
with the actual date of purchase. In cases involving 
wash sales, as the result of which a loss was not 
allowed as a deduction because of the repurchase of 
similar securities, the new securities will be deemed 
to have been held from the time the original securi- 
ties, on which the loss was disallowed, were first 
acquired. 

Through all these specific provisions as to the 
length of time held runs the same theory, namely, 
that, when gain or loss is not recognized on a trans- 
action and the new property acquired either takes 
the basis of property given up, is merely a division 
of property previously owned, or a new owner is 
required to take a prior owner’s basis, the period is 
dated back to the time when the first asset was ac- 
quired by the first owner. There is, however, an 
important exception to this general rule. That is 
the case where a loss is disallowed because of a sale 
to a member of the family or a personal corporation, 
in which case the other member of the family can- 
not date the period of acquisition back to the date 
of acquisition by the first member."* This is clearly 
a penalty provision attempting to stop so-called tax- 
avoidance loop-holes and is an understandable excep- 
tion to an equitable exemption. 

In the so-called reorganization or exchange section 
of the law, Section 112, we find a number of cases in 
which true income is excluded from gross income. 
In many such cases, we might not regard the appar- 
ent profit as true income in the accounting sense. 
In some, however, we would treat the gain as an 
item which may properly be included in true gross 
income. A discussion of this section of the law 
might easily require many pages. For the purpose 
of this discussion, I shall merely refer generally to 
the subject and classify briefly the types of profits 
that are not subject to tax. They are: (1) profits 
resulting from the exchange of property, other than 
securities, held for productive use or investment; (2) 
profits resulting from exchanges of securities in con- 
nection with corporate reorganizations, as defined 
in the law; (3) gains from the transfer, under cer- 
tain circumstances in which control continues in the 
same persons, of property to a corporation in ex- 
change for securities of the corporation; and (4) 
gains resulting from involuntary conversion through 
destruction, theft, seizure, fire, or the exercise of 
the power of requisition or condemnation, provided 
the proceeds resulting therefrom are immediately 
reinvested in similar assets replacing those lost in 





™ Sec. 24 (a) (6) (A) and Sec. 117. 
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the manner described, or if not immediately ex- 
pended for that purpose, are set aside, under the 
provisions of the Regulations, for the establishment 


of a replacement fund, and later expended for simi- 
lar assets. 


Following this theory through the law, we then 
find that where the profit is not taxed on an ex- 
change or transaction which, except for the specific 
exemptions of the law, would give rise to taxable 
income, it follows that on subsequent sale the basis 
for determining the profit goes back to the cost of 
the original property or the prior owner’s cost. For 
accounting purposes, true income would have to be 
determined on the basis of the actual cost to the 
then owner rather than on the basis of the cost to 
some previous owner and, again, our true net income 
would be different from income for tax purposes. 

In connection with the exemption of exchanges we 
might, at this time, note a decided tendency of our 
courts, in the last year or two, to apply narrowly 
these tax exemption provisions.’* This, seemingly, 
is based on the general precept that when Congress 
has first stated in a law that a receipt of property gives 
rise to taxable income, as it does in Section 22, 
the requirements of subsequent provisions granting 


exemptions therefrom must be strictly complied 
with. 


Falling under the equitable adjustment of the tax 
burden theory are the specific provisions taxing in- 
surance companies on a basis entirely different from 
other types of taxpayers. So does the exemption 
of the proceeds of life, health and accident insurance 
policies, and the partial exemption of annuities to 
the extent that the annuity exceeds 3 per cent of the 
cost thereof. 


According to the discussions in the last session 
of the Seventy-third Congress, the provisions of the 
Revenue Act of 1934 prohibiting the filing of con- 
solidated returns, except by railroads, also are based 
on the theory of equitably adjusting the tax burden. 
That, at least, is debatable, and certainly no account- 
ant could honestly say that the true income of an 
affiliated group can be determined by recognizing 
and including all gains and losses on intercompany 
transactions, but, equitable or not, it is now the defi- 
nite law of the land. 


Less definite in its application, however, is Section 
45 of the 1934 Revenue Act, which gives the Com- 
missioner of Internal Revenue rather broad powers 
to reallocate income and expenses of related and 
affiliated businesses. Note that its application is not 
limited to corporations but applies, also, to unincor- 
porated businesses. The extent to which the Com- 
missioner may upset inter-business transactions and 
the extent to which he will attempt to do so has 
been the subject of much discussion in tax circles 
during the past year. If transactions are effected 
between companies at market prices, no problems 
will arise. In many cases, however, there are no 
similar arm’s length transactions with outside par- 
ties and, hence, no definite indications of market 
prices. Furthermore, many subsidiaries are financed, 
or have some operating expenses paid, by their affli- 


12 Pinellas Ice & Cold Storage Company v. Commissioner, 287 U. S. 


pal and ny v. Gregory, 69 Fed. (2d) 809. Certiorari granted 
ct. 8, 1934, 
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ated companies and these are important elements in 
determining the propriety of intercompany prices. 
It is in the case of such companies that problems 
will arise. 

Naturally, it is probable that, if any possible 
change will result only in reducing taxable income 
of one company and increasing that of another, and 
neither is in the excess-profits tax bracket, no change 
will be made in the total tax and the Commissioner 
is not likely to attempt to re-allocate income or ex- 
pense. When the total tax might change, the sub- 
ject should be carefully studied. The danger has, 
as you no doubt know, resulted in the abolition of 
many subsidiaries. Unfortunately, however, I have 
noted a tendency on the part of some who do not 
appreciate the significance of this section of the law 
to feel that any sort of transaction will do. No one 
can state with authority what will be attempted and, 
if attempted, what the courts will sustain will depend 
on all the facts and circumstances of each case. For 
the moment, one can only study those facts and use 
one’s best judgment. 


In connection with this subject of consolidated re- 
turns, or rather the present prohibition thereof, one 
further thought is introduced. When consolidated 
returns were filed in prior years, it was necessary to 
sign an agreement accepting the provisions of the 
Consolidated Returns Regulations.** These Regula- 
tions provided that if, in a later year, separate 
returns were filed, the inter-company inventory valu- 
ation (excluding inter-company profit therein), used 
as the closing inventory on the consolidated return, 
must be used as the opening inventory on the fol- 
lowing year’s separate return. The closing inven- 
tory in the first separate return, to the extent that it 
consists of purehases during the year, which in most 
cases will be the major portion, if not all of it, must 
be valued at cost which includes the inter-company 
profits. On this basis, the year’s profits of that 
company will include, for tax purposes, not only the 
normal profits on sales of the year which will appear 
in its book income, but also the inter-company profit 
in the opening inventory which that company never 
would reflect in its book income. Likewise, the com- 
bined income of the affiliated companies will be in 
excess of true income. 


It has been suggested that, because the failure to 
fle a consolidated return for 1934 is caused by the 
act of Congress rather than by the taxpayer’s vol- 
untary action, this article of the Regulations may be 
inapplicable. That is certainly equitable, but as the 
Commissioner of Internal Revenue at this writing 
has issued no ruling or regulation, attention to the 
plain language of prior regulations is called so that 
the possibilities may be kept in mind. 


Strict Application of a Particular Method 


E come now to a consideration of the differ- 

ences between true income and taxable income 
resulting from the strict application of one of the 
methods of determining taxable income. These af- 
fect single years only as, over a period of years, 
there will be no difference between the total taxable 
income and true income. 


3 Form 1122. Art. 12(6) of Regulations 78. 
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Although our law provides that income may be 
recorded on the basis regularly employed by the 
taxpayer, provided it truly reflects net income, the 
administration of our law has developed several well- 
defined methods of tax accounting. Recognized in 
the Regulations, they are the cash basis, the accrual 
basis, the installment sales basis, the long term con- 
tract basis, and, finally, the so-called farm inventory 
basis. Our principal troubles result from the fact 
that whichever method of ‘accounting is adopted 
must be consistently followed and applied to all 
items. 


Some accountants have been too much in the habit 
of preparing income statements on a proper account- 
ing basis for clients or their bankers and then trans- 
ferring the same to a tax return, even though it may 
reflect some items on a cash basis and some on an 
accrual basis, and properly so from an accounting 
point of view. 

Most of our variances under this classification re- 
late to expense deductions, but the principle is 
equally applicable to gross income. 


Cash Basis 


Generally speaking, we know that the cash basis 
is recognized, for tax purposes, in many cases in 
which we, as accountants, would not regard the 
difference between cash receipts and disbursements 
as reflecting the true income. Nevertheless, such a 
basis not only is permitted but is required to be 
followed strictly with respect to all items of income 
and expense. 


The test seems to be the question of the degree to 
which income of any year may be distorted. The 
income may be based on cash received or construc- 
tively received, if it is available, but not accepted 
merely as a matter of convenience, less disburse- 
ments, taking all items strictly on that basis even 
though such a method distorts the income of a single 
year, provided it does not distort the income all the 
time to such an extent that the method can be said 
to be one not truly reflecting net income. In other 
words, does the cash basis distort income in one year 
by reason of particular events, but is generally fairly 
accurate, or does it always decidedly not reflect true 
income. That is the test. 


Accrual Basis 


It is in the application of the accrual basis, how- 
ever, that the greater number of differences occur. 
For tax purposes, on that basis, all income must be 
included in gross income in the year in which it 
accrues, although, for accounting purposes, we might 
consider it not only proper but essential to defer the 
inclusion of part of that income because of some 
unsettled contingency. A striking example occurs 
in the case of contracts requiring some future guar- 
antee. Where experience shows that these future 
guarantees will undoubtedly involve the taxpayer in 
some further cost under the contract, we would con- 
sider it essential, from the accounting point of view, 
to defer a part of the apparent profit to cover such 
probable future cost and, hence, would not reflect in 
income the total gross profit. For tax purposes, 
however, we must reflect the full profit, regardless 


























































































































































































































































































































of the possible contingencies surrounding the guar- 
antees under the contract."* 


Another illustration is the treatment of foreign 
exchange or assets relating to foreign transactions. 
In the case of American taxpayers operating foreign 
branches, the Bureau of Internal Revenue permits 
the valuation of current assets in such foreign 
branches at the rate of exchange prevailing at the 
close of the year and determination of the profits 
from foreign operations on that basis.* If, however, 
a taxpayer should not operate a foreign branch but, 
nevertheless, have foreign transactions, the taxpayer 
is not permitted to so determine the profits from 
such foreign transactions on the basis of the closing 


exchange value for the foreign assets but must use 
cost.*® 


Another illustration involves taxpayers engaged 
in selling a product in containers which are charged 
to the purchaser but are returnable, and experience 
shows that many, if not the majority, of containers 
are returned. In such cases, the taxpayer is required 
to include in gross income, for tax purposes, the sale 
prices of all containers so charged to customers, 
despite the fact that they may be returned later and 
the sale price charged to the customer is in excess 
of the cost to the taxpayer.’” 


The requirement with respect to securities (of 
others than dealers) that the first-in first-out method 
be used in the absence of identification and the re- 
fusal to recognize the average cost basis is another 
illustration of our difficulties. The extension of this 
technical theory to short sale transactions is another 
one. If a security trader holding in his box 100 
shares of stock costing $1,000.00 sells through a 
short account 100 shares of the same stock for 
$5,000.00, he realizes no gain subject to tax." 


Perhaps the greatest difficulty arises in connection 
with collections on various types of disputed claims 
which are finally settled either in or out of court. 
Generally speaking, the established principle seems 
to be that the item accrues as income in the year 
when the right to receive it became finally fixed 
either by court decision, which can no longer be 
appealed, by agreement of the parties, or by action 
of Congress, such as in the case of Mixed-Claims 
Commission Awards.’® It seems to be immaterial 
in most cases, if at that point the amount was not 
finally determined if the dispute involved the lia- 
bility rather than the amount. Whether the total 
amount received or receivable is taxable or whether 
any cost may be applied thereagainst is another 
phase of this most complicated subject. The result 
depends so much on the circumstances of each case, 
and they can involve so many different things that 
an extended consideration is not possible here. Suf- 
fice it to say that merely because we, as account- 
ants, might defer including such an item in income 
until it is received, recognizing that in these disputes 
almost anything might happen before the money is 


144 Uvalde Company, 1 B. = 932. 

13 Vietor & Achelis et al. Sune: Textile ie Co., 26 Fed. (2d) 249. 

16 Joyce, Koebel Co., 6 B. r A. 403, Ac 2 C.'B. 4 and G. C. M. 
4954, VIT-2 C. B. 293 (as to foreign Subsidiaries). 

11 LaSalle Cement Co. et al. v. Com. (C. C. A.-7), 59 Fed. (2d) 361, 
remanding 19 B. T. A. 806. 

148G. C. M. 7451, IX-1 C. B. 81. 


9% Automobile Insurance Co. of Hartford v. Commissioner, C. C. A.-2 
decided July 16, 1934. 
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collected, does not warrant automatically reflecting 
it in the tax return for that year. Perhaps it should 
be included in the return for an earlier year, when 


a loss may have been sustained or tax rates were 
lower. 


For a number of years, the Bureau of Internal 
Revenue held that all income which accrued during 
the taxable year should be reflected in gross income 
on the tax return, regardless of the probability o/ 
its ultimate collection. During the past few years, 
however, as the result of several court decisions, this 
provision has been somewhat modified to the extent 
that such items are not now required to be included 
in gross income unless there is a reasonable prob- 
ability of their being collected.” Perhaps taxpayers 
and the Bureau may not always agree on what is a 
reasonable probability of collection but nevertheless 
we find here an illustration of accounting practice 
modifying legal principles. I hope it will continue, 
but until it has been extended to a true accounting 
basis, we must apply to each item of income the test 
of when the right to it accrued, or if the cash basis 
is used when it was received, constructively or actu- 
ally, and reflect it in the tax return accordingly. 


Installment Sales Method 


HE inclusion in our income tax law of specific 

provisions recognizing and permitting the use 
of the installment sales method of accounting is 
another evidence of the gradual recognition by law 
of good accounting principles. Yet even here true 
income may differ from taxable income. One cause 
is the specific limitation, in the case of a casual sale 
of personal property or a sale of real property, that 
the installment sales basis may be used only if the 
initial payment does not exceed 30% of the selling 
price. Accountants naturally place no such limita- 
tion on the use of the installment sales basis to cor- 
rectly reflect true net income. 


The principal difference between taxable income 
on the installment basis and true income on the same 
basis lies in the provision of the Revenue Act of 1934 
requiring that on the disposition of the installment 
sales obligation the unreported profit becomes tax- 
able, even though that disposition may involve the 
receipt by the holder of no consideration.22_ This, o/ 
course, is a tax avoidance prevention provision. 


Under this provision, if a corporation should dis- 
pose of an installment obligation by way of liquida- 
tion, transfer to an affiliate, or to a stockholder as a 
dividend, the unreported income becomes taxable to 
the extent of the value of the installment obligation. 
Likewise, if an individual holder of such an obliga- 
tion makes a gift of it or dies, the profit becomes 
taxable at its then market value. With respect to 
death, however, it is provided that if the recipient, 
executors or beneficiaries provide a bond that they 
will pay the tax on the profit on later collections as 
though the original holder retained possession, no 
income becomes taxable at death.2?_ One could not 
call it good accounting to say that the act of giving 

(Continued on page 117) 





20 Appeal of Great Northern Railway r v. —- affirmed as t 
other issues, 40 Fed. (2d) 372 and 8 B. 
21 Sec. 44(d). 


22 Sec. 44(d). 
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Tax-Exempt Securities 


By ArTHurR J. HoGAan * 


the Revenue Act of 1934 to close the loopholes 

through which large incomes had been entirely 
escaping the payment of tax, it must be admitted 
that this purpose only partly succeeded of accom- 
plishment. The time-honored practice of using secu- 
rities losses to offset other income seems to have 
been dealt with quite effectively. One of the best 
known avenues of escape, i. e., tax- 
free securities, remains, however, 
wide open. 

It was not through any over- 
sight that this particular loophole 
was not closed. Tax-free securi- 
ties have long been recognized as 
one of the inherent weaknesses in 
our system of income taxation as 
compared with that of Great Brit- 
ain, upon which ours is said to have 
been modeled. Many attempts 
have been made to correct the sit- 
uation but it would seem that our 
form of government is just not so 
adaptable to the imposition of an 
income tax along as equitable lines 
as is that of Great Britain. 

To a layman the wording of the 
Sixteenth Amendment seems fully 
broad enough to give Congress the 
power to tax income arising from 
State and municipal obligations. In 
— simple language it sets forth 
that: 


The Congress shall have the power to lay and collect 
taxes on incomes, from whatever source derived, without 
apportionment among the several States, and without re- 
gard to any census or enumeration. 

The Supreme Court has chosen, however, to give 
a somewhat restricted meaning to the words em- 
ployed, with the result that the opinion is now quite 
general that another amendment would be necessary 
to bring State and municipal securities within the 


A LTHOUGH it was the announced purpose of 


*Of New York City. 
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taxing power of Congress. In view of the words 
“from whatever source derived” it would not be a 
matter of great surprise if some of the states which 
ratified the Sixteenth Amendment thought that in 
so doing they were really giving Congress the power 
to tax the income from their securities. Times have 
changed, however, and the exemption enjoyed by 
states and municipalities has come to be very highly 
regarded so that it would probably 
be a far more difficult matter to 
secure ratification by the necessary 
number of states now than it would 
have been twenty years ago. 
There are some who would mini- 
mize the importance of the tax- 
exempt status of such securities by 
pointing out that large amounts are 
held by banks and other institutions 
to whom the tax-exemption is not 
of particular concern. This is no 
doubt true to some extent but when 
we consider that there is estimated 
to be about $18,000,000,000 of state 
and municipal securities outstand- 
ing through the country, and that 
such financing shows no sign of 
abatement, there is not likely to be 
any shortage in the supply avail- 
able for those who would thus avoid 
_ the payment of income tax. 
Dealers in state and municipal 
securities are said to have enjoyed 
a decidedly prosperous year during 
1934. It would not seem unreasonable to conclude 
that this renewal of activity is due in some measure 
to an increase in popularity of tax-exempt securities 
occasioned by the high tax rates and general tighten- 
ing up of the law brought about by the Revenue Act 
of 1934. The Treasury Department has recently 
announced its intention of taking up this question 
anew in connection with a general tax study that 
is planned for the near future. The Department has 
: (Continued on page 107) 
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Income Class Rate Rate Rate Ra Rate Rate Rate Rate Rate Rate Rate Rate Rate Rate 
2% 2%% 3% 34% | 34%2% | SUH 4% 4%4% | 42% | 44% 5% 5%4% | SY%% 6% 
i oe: :. err .247 .309 371 .402 .433 .463 .494 .525 .556 .587 .618 .649 .680 -742 
ii oe. eee .273 .341 .409 443 - 477 -511 .545 .580 .614 .648 .682 .716 .750 .818 
14M to 16M........... .299 .374 .448 486 .523 .560 .598 -635 672 .710 .747 .784 .822 .897 
kt 2 eee .353 .441 .529 .574 .618 .662 .706 .750 -794 .838 .882 -926 .971 1.059 
TUDE GO BI gov cnc ccc .410 .512 .614 .666 .717 .768 .819 .870 .922 .973 1.024 1.075 1.126 1,229 
20M te “GO. 2. cS. es .469 .586 .704 -762 .821 .880 .938 .997 1.056 1.114 1.173 1.231 1.29 1.41 
3 ere .532 .665 .797 . 864 .930 .997 1.06 1.13 1.20 1.26 1.33 1.40 1.46 1.59 
i SS. .597 .747 .896 971 1.05 1.12 1.19 1.27 1.34 1.42 1.49 1.57 1.64 1.79 
32M to SBM........... .667 .833 1.00 1.08 ; eg 1.25 1.33 1.42 1.50 1.58 1.67 1.75 1.83 2.00 
38M to 44M........... .778 .972 es 1.26 1.36 1.46 1.56 1.65 1.75 1.85 1.94 2.04 2.14 2.33 
44M ae .899 1.12 1.35 1.46 1.57 1.68 1.80 1.91 2.02 2.13 2.25 2.36 2.47 2.70 
50M ee 1.03 1.29 1.55 1.67 1.80 1.93 2.06 2.19 2.32 2.45 2.58 2.70 2.83 3.09. 
56M to 62M........... 1.17 1.47 1.76 1.91 2.06 2.20 2.35 2.50 2.64 2.79 2.94 3.08 3.23 3.52 
62M to 68M........... 1.33 1.67 2.00 2.17 2.33 2.50 2.67 2.83 3.00 3.17 3.33 3.50 3.67 4.00 
GSM ta F4M........... | 1.51 1.89 2.26 2.45 2.64 2.83 3.02 3.21 3.39 3.58 3.77 3.96 4.15 4.53 
140n te OE... . 5.0 1.70 2.13 2.56 a.v¢ 2.98 3.19 3.41 3.62 3.83 4.05 4.26 4.47 4.69 5.11 
80M to 90M........... 1.92 2.40 2.88 3.12 3.36 3.60 3.84 4.08 4.32 4.56 4.80 5.04 5.28 5.76 
90M to 100M........... 2.35 2.93 3.52 3.82 4.11 4.40 4.70 4.99 5.28 5.58 5.87 6.16 6.46 7.04 
100M to 150M........... 2.55 3.18 3.82 4.14 4.45 4.77 5.09 5.41 §.73 6.05 6.36 6.68 7.00 7.64 
150M to 200M........... 2.65 -3.31 3.98 4.31 4.64 4.97 5.30 5.63 5.97 6.30 6.63 6.96 7.29 7.95 






































































































































































































































































Taxation of Corporations Used to Avoid 


“Taxes Upon Stockholders 


Part Il 


Regulations as to “Unreasonable Accumulations” 


HE Treasury regulations afford scant aid to 
one bent on learning what precisely is the “rule 
of reasonableness” when applied to corporate 
accumulations of gains and profits. If the anxious 
taxpayer is seeking a chart of specifications by which 
he may safely steer his corporate vessel between the 
Scylla of “unreasonable accumulation” and the 
Charybdis of “unlawful purpose,” he will not find it 
either in the Treasury regulations or in the decisions 
of the Board of Tax Appeals and the courts. “No 
attempt can be made,” declares Article 543 of Regu- 
lations 77, “to enumerate all the ways in which gains 
and profits may be accumulated for the reasonable 
needs of the business.” The financial needs of a 
business depend upon so many variable factors— 
such as nature of the business, invested capital, bor- 
rowed capital, relation of fixed assets to current 
assets, working capital requirements, inventory turn- 
over, terms of credit extension to customers and from 
creditors, volume of business, expansion of business, 
replacement of depreciated or obsolete assets, divi- 
dend policy, seasonal fluctuations, economic cycles, 
various contingencies such as fire loss, strikes, addi- 
tional assessment of taxes, lawsuits, industrial acci- 
dents, etc..—that it is no wonder that the Treasury 
Department has been loth to define what is a rea- 
sonable accumulation of gains and profits for the 
needs of a business except in terms of broad gener- 
ality. “The word ‘reasonable’ is a relative term. 
What would be reasonable in one situation for one 
business might be clearly unreasonable in another.” 
William C. De Mille Productions, Inc. v. Com’r., 30 
B. T. A. 826. 


An accumulation of gains and profits is unreason- 
able if it is not required for the purposes of the busi- 
ness, considering all the circumstances of the case.* 
The “business” of a corporation is not limited to the 
business which the corporation has previously car- 
ried on, but embraces any line of business which it 
may legitimately undertake.** In R. C. Tway Sales 
Co. v. U. S., 3 Fed. Supp. 668, this principle was ex- 
tended so as to include a line of business not author- 
ized by the charter of the corporation. In that case, 
the charter of the taxpayer did not authorize it to 
engage in the business of buying and selling securi- 
ties. During the taxable years the income of the 
taxpayer from the sale of securities and from divi- 
dends was greatly in excess of the income from its 
coal business. The Commissioner contended that in 
determining the reasonable needs of the taxpayer’s 
business, consideration should be given only to its 
coal business and not to the unauthorized securities 





* Member of the New York Bar; Certified Public Accountant, New 
York; New York City. 

47 Regulations 77, Article 543. 

48 Regulations 77, Article 542. 





By SAMUEL JOYCE SHERMAN * 


business. The Court, however, held that in deter- 
mining the reasonableness of the accumulation, it 
was not confined to the needs of the coal business, 
alone, but that the needs of the unauthorized branch 
of the business should also be taken into account, 
first, because the Government had no authority to 
raise the question of ultra vires in respect to a cor- 
poration organized under the laws of the State of 
Kentucky, and, secondly, because the taxes assessed 
and collected by the Commissioner, under Section 
220, were based upon the aggregate income derived 
by the taxpayer from its securities business as well 
as its coal business. 


Although the foregoing rule semes to indicate in- 
definite possibilities of expansion as a legitimate 
outlet for accumulated earnings, the Treasury has 
attempted to circumscribe its broad sweep by the 
qualifying limitation that “* * * a radical change 
of business when a considerable surplus has been 
accumulated may afford evidence of a purpose to 
escape the surtax.”*® There is no reported case 
where this doctrine of “radical change of business” 
has been invoked and it is questionable whether that 
circumstance alone would carry great probative force 
unless corroborated by other evidence of a purpose 
to avoid surtaxes. 

When one corporation owns the stock of another 
corporation in the same or related line of business 
and in effect operates the other corporation, the busi- 
ness of the subsidiary corporation is to be considered 
as part of the business of the parent corporation. 
Gains and profits of the parent corporation put into 
the subsidiary corporation through the purchase of 
stock or otherwise may therefore constitute employ- 
ment of the income “in its own business.” °° How- 
ever, the regulations seem to hold that “substantially” 
one hundred per cent stock ownership is ordinarily 
necessary to establish the subsidiary relationship,” 
although there is no express provision in the law 
as to the quantum of stock ownership essential to the 
maintenance of “control.” 

Investment by a corporation of its income in stock 
and securities of another corporation is not of itself 
to be regarded as employment of the income “ in its 
business.” °? In S. M. 2273,°% Solicitor Hartson de- 
clared “if an investment company retains the income 
it receives from its securities and investments for no 
other purpose than that of making other invest- 
ments, or increasing its surplus, the statute requires 
that it be presumed, prima facie, that the company 
is being availed of for the purpose of preventing the 
imposition of the surtax upon its stockholders.” In 





49 Regulations 77, Article 542. 

5 Regulations 77, Article 542; A. R. R. 475, 4 C. B. 227 (1921). 
51 Regulations 77, Article 542. 

52 Tdem 


88 1T1-2 C. B. 187 (1924). 
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the case of Williams Investment Co. v. U. S., 3 Fed. 
Supp. 237, the plaintiff was the owner of 55 per cent 
of the voting capital stock of a publishing company and 
was accumulating its income for the purpose of ac- 
quiring the interest of a minority stockholder in the 
latter company. The Court held that the purpose 
indicated cannot prevent the application of Section 
220 of the Revenue Acts of 1924 and 1926, 

for the reason that it has not been shown that there was 
any necessity for that policy of the plaintiff, and for the 
further reason that a purpose to accumulate a fund made up 
in a large measure of the amount of surtaxes avoided 
through the accumulation of dividends paid to the holding 
company which would otherwise have been subject to the 
surtax * * * comes within the spirit of Section 220, 
especially when such purpose is so closely coupled with 
the main or principal purpose of preventing the imposition 
of surtax upon the stockholders of the holding company. 
* * * A mere purpose on the part of the corporation in 
accumulating funds is not sufficient to place the case be- 
yond the reach of Section 220 unless such purpose is sup- 
ported by the needs of the business.“ (Italics supplied.) 


In the case of Keck Investment Co. v. Com’r., 29 
B. T. A. 143, the petitioner, a pure holding and in- 
vestment company, had an investment of $625,000 
in the Superior Oil Co. and contended that “it was 
necessary for it to finance the Superior Oil Co., 
which had little bank credit and that if it had not 
financed that company, its investment would have 
been lost by forfeiture of leases.” The Board of Tax 
Appeals (four members dissenting) stated: “We are 
not, however, impressed by this argument. The 


business of the Superior Oil Co. was not the business 
of this company.” *° 


It is not the “intendment of the statute to prevent 
reasonable accumulations of surplus for the needs 
of the business.” °° The retention and reinvestment 
of undistributed income for the following purposes 
have been held to be proper accumulations of surplus 
“for the needs of the business” : 57 

1. Provision for working capital,®* e. g., inven- 
tories,°® accounts receivable,®° and loans in the case 
of a banking institution. 


2. Provision for paying off indebtedness.®. 

3. Provision for expansion, e. g., plant additions,® 
increased working capital,** increased inventories,® 
and increased volume of business.*® 

4. Provision for equalizing dividends.” 


5. Provision for contingencies, e. g., pending liti- 
gation and retention of accumulated earnings by 
distillery for investment in different business after 
adoption of prohibition amendment.® 





543 Fed. Supp. 232. 

529 B. T. A. 143, October 24, 1933. 

% Regulations 77, Article 543; United Business Corporation v. Com’r, 
19 B. T. A. 828. 

57 See Dohr: “Section 220—Should Corporations Worry?” in The 
National Income Tax Magazine, May 1928, p. 169, for interesting dis- 
cussion of the varied uses to which corporate surplus may be devoted. 

8 Regulations 77, Article 543. 


59 Tdem. 
° R. C. Tway Sales Co. v. U. S., 3 Fed. Supp. 668. In this case, the 
court said: “It would indeed be a harsh and unreasonable construction 


of Section 220 to hold that its provisions penalize a corporation such as 
the plaintiff for accumulating a surplus which, when added to its capital, 
does not equal its current accounts receivable.” 

®t Regulations 77, Article 543. 

Sideas 1. S&S. M. 2,1 C. By 281. 

*3 Regulations 77, Article 543; I. T. 1289, I-1 C. B. 218; T. B. M. 2, 
Supra, 

“1. T.. 1572, TE-1 C. B.. 139; T. B. M. 2 sepra. 

®% Regulations 77, Article 543. 

©S. 1117, 1 C. B.. 182. 

CAR, B. 805, 4 GC. B. 227. 

*'6. D. 106, 1 C.. B. 181. 
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The Treasury Department—recognizing that to 
sanction unqualifiediy the accumulation of profits 
for the purpose of discharging obligations of the 
corporation would open the door to wholesale eva- 
sion of the statute,*°—has attempted to limit its 
application to “contractual obligations placed to the 
credit of a sinking fund for the purpose of retiring 
bonds issued by the corporation.” 7° The effective- 
ness of this qualification is questionable, for the 
incorporation of a sinking fund provision in the in- 
strument of indebtedness would afford a facile mode 
of escape from the application of the statute. In 
England, after five years of experience with a statute 
similar in many ways to ours, the law was amended 
so as to exclude from the scope of “reasonable needs 
of the business” the withholding of corporate profits 
for the purpose of (1) payment for the business, un- 
dertaking or property which the company was 
formed to acquire or which was the first business 
undertaking or property of a substantial character 
in fact acquired by the company; or (2) repayment 
of any share, loan or debt incurred on account of 
such purchase; or (3) meeting any obligations, inci- 
dental to such purchase, otherwise than in pursuance 
of an obligation entered into before August 4, 1914; 
and (4) payments made on account of any fictitious 
or artificial transaction.” 


The nature of the investment of gains and profits 
is immaterial if they are in fact not needed in the 
business.7” Whether a corporation is taxable under 
the statute cannot be determined in advance; it must 
be determined at a later date in the light of what has 
actually been done with the profits retained.** No 
hard and fast rule can be laid down as to what pro- 
portion of earnings should be distributed. Among 
other things, the accumulation of undistributed earn- 
ings of prior years, the distributions made by the 
corporation shortly after the close of its taxable 
year,” the financial condition of the corporation," 
the manner in which its funds are invested,” and 
principles of sound business management ** will be 
taken into consideration. In R. C. Tway Sales Co. v. 
U. S., supra, the Court said: 

Necessarily, the directors of a corporation must be given, 
even in federal tax matters, some discretion and some lati- 
tude as to what constitutes the reasonable needs of the 
corporate business. It may well be doubted if the Federal 
Government, for the purpose of increasing its taxes, can 
absolutely destroy or arbitrarily limit this discretion resting 
in the directors of a corporation organized under State law. 

A retirement of common stock, leaving a surplus 

stand will be deemed an unreasonable accumulation 





69 For example, X forms the A Corporation to which he transfers 
$100,000 in exchange for its entire capital stock. A Corporation then 
purchases real estate of the value of $1,000,000 with mortgage encum- 
brances to the extent of $900,000. Assuming that the property yields 
a net income of $10,000 a year, it is obvious that it would require 
90 years to fully amortize the mortgage indebtedness out of corporate 
earnings. The corporate debt device, as a means of circumventing the 
statute, need not be confined to debts in existence when the corporation 
was formed but may be utilized with every expansion_of the business. 
See Graubard: “Accumulation of Surplus to Evade Surtaxes’” in No- 
vember and December, 1932 issues of THe Tax Macazine for a keen 
analysis of this subject. 

7 Regulations 77, Article 543. 

71 Finance Act, 1927, Sec. 31. Newport and Staples: Income Tax 
Law and Practice, 5th Ed., p. 270. 

72 Regulations 77, Article 543; O. D. 106, 1 C. B. 181 (1919). 

wy. oc. M2, 1 C.. B. 181 (1999). 

™ Reg. 77, Art. 543; I. T. 1572, II-1 C. B. 139 (1923). 

7% Reg. 77, Art. 543. 

7% Idem. 

7 Idem. 

7S, 1117, 1 C. B. 182 (1919); R. C. Tway Sales Co. v. U. S., 3 Fed. 
Supp. 668. 

































































































































































































































































































































































inasmuch as such retirement indicates that additional 
capital is not required by the corporation.*® How- 
ever, the retirement of preferred stock has been held 
to be a proper use of surplus funds within “the rea- 
sonable requirements of the business,” since most 
preferred stock carries a redemption feature, similar 
in that respect to bonds, and is therefore consistent 
with a desire to effect refinancing on more favorable 
terms.°° The declaration of a stock dividend will 
not avoid the application of Section 102, since it is 
well settled that a stock dividend is not a distribution 
of profits but merely a capitalization of surplus.* 
The fact that a corporation is in the process of 
liquidation will not render the statute inapplicable 
with respect to the accumulated profits of the cor- 
poration.*? The regulations indicate that foreign 
corporations are also deemed to be subject to Sec- 
tion 102 ** although manifestly the ascertainment of 
unlawful accumulation and the enforcement of the 
remedy are practically insuperable in the case of for- 
eign corporations. 


The Commissioner or any collector upon direction 
of the Commissioner may require any corporation 
to furnish a statement of its accumulated gains and 
profits, the names and addresses of, and number of 
shares held by each of its shareholders, and the 
amounts that would be payable to each, if the income 
of the corporation were distributed. 


Other Indicia of Illegal Purpose 


N the field of medicine, the varied disorders and 

distempers with which mankind is afflicted are 
differentiated by the symptoms which they usually 
reveal. In the science of criminology, fingerprints, 
handwriting and other clues serve as conventional 
aids in tracking down the criminal. In searching 
for the unlawful purpose to evade surtaxes through 
the corporate device, the reported decisions show 
that the courts and the Board of Tax Appeals have 
developed an empirical technique in detecting the 
proscribed purpose based upon certain circumstances 
and patterns of conduct which almost invariably 
attend the pursuit of such purpose. These circum- 
stances are: 


1. Liability of controlling stockholder to surtaxes 
prior to incorporation and transfer of personal hold- 
ings, and immunity therefrom after incorporation 
and transfer. 


2. Divestment by controlling stockholder of per- 
sonal holdings, usually consisting of income-produc- 
ing stocks and securities, in exchange for capital 
stock of corporation. 


3. Character of corporation formed and its man- 
ner of conducting business—stock closely held, 
directorate and officers dominated by controlling 
stockholder, office usually a mailing address, small 
personnel, no salaries paid to officers, the sole or 
principal business of the corporation being the hold- 
ing of the property and securities transferred to it 





7” QO. D. 360, 2 C. B. 225 (1920); Sol. Op. 144, C. B. Dec. 1922, p. 4. 

a A 2570, November, 6, 1917. 

81 Sol. O 144, a < 4 (1922); O. D. 587, 3 C. B. 23 (1920); 
Letter of ecretary of thee Treasury, A. W. Mellon, to the President of 
the Senate of U. S., dated Jan. 20, 1923; cf. Eisner v. Macomber, 252 
Ue 19: aizteon’s Appest, 3 B. T: A, 957. 

82 QO, _ > ea 226 (1921). 
4 dg 9 ay 
* Revenue Act a 1934, Sec. 148(c); Reg. 77, Art. 543. 
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by the controlling stockholder and the reinvestment 
of the income therefrom, etc. 


4. The borrowing of the corporation’s surplus by 
the controlling stockholder under the guise of loans, 
the principal whereof is rarely repaid and interest, 
irregularly paid, or not at all. 


It is notable that in none of the cases adjudged 
by the courts or the Board of Tax Appeals against 
the taxpayer was it able to show that its controlling 
stockholders had not benefited, from a tax stand- 
point, as a result of the formation of the corporation 
and the transfer to it of the personal holdings of such 
stockholders. Invariably, the analysis of the sources 
of income of the stockholder prior to incorporation 
disclosed the imminent liability to substantial sur- 
taxes which was avoided by incorporating the in- 
come-producing property and accumulating the 
income received from such property in the corporate 
treasury. In the United Business Corporation case, 
62 Fed. (2d) 754, the Court stated: 


The corporation was organized for the purpose of oper- 
ating the two office buildings in Seattle. Had it confined 
its activities to the operation of these buildings, declaring 
no dividend during the years 1920 and 1921, but permitting 
the surplus to be accumulated, it would seem clear upon 
the record made before us with respect to real estate con- 
ditions in Seattle affecting these buildings, the corporation 
would not have fallen within the provisions of Section 220. 
But we find in 1920 the sole stockholder of the corporation 
transferred to it shares of stock having a value of approxi- 
mately $450,000 and in 1921 transferred other shares having 
a value of over $400,000. The dividends upon this stock 
were taxable to Smith so long as he continued to hold 
them, but were not taxable when received by the corpora- 
tion. Instead of dividends of some $80,000 which, Smith 
reported in 1919 before the transfer was made, we find 
him reporting some $3,500 in. dividends in 1921. Clearly 
the effect was to reduce the amount of income upon which 
Smith was subject to surtax.* 


In Williams Investment Co. v. U. S., supra, the Court 
said: 

All that Nieman accomplished by having the dividends 
of the Journal Company and certain other corporations 
paid to the plaintiff, a holding company, instead of to 
himself, was the saving in the amount of surtax which 
he would otherwise have had to pay. 


In the Keck Investment Co. case, supra, the Board 
said: 


If the Keck Investment Co. had not been formed there 
is no question but that the two principal stockholders 
would have been liable to surtax not only upon the net 
income shown by the petitioner upon its income tax return 
for 1923, but also to income tax upon $146,966.44 of divi- 
dends from: domestic corporations. Through the instru- 
mentality of the petitioner surtax was avoided by the two 
principal stockholders upon all but $50,000 paid by the 
petitioner as dividends. 

The general character of the corporation and its 
manner of conducting business have been signifi- 
cantly regarded by the courts in determining whether 
the corporation was availed of for the purpose of 
evading surtaxes. In the Williams Investment Co. 
case, 3 Fed. Supp. 225, the findings of fact meticu- 
lously set forth that control of the corporation was 
retained by its founder who received all of the stock 
except for two qualifying shares; that the actual 
management of the corporation was in the hands of 
its founder; that the officers and directors of the 
corporation were the founder, his wife and a niece; 





8 19 B. T. A. 828-829. 
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that the corporation had no paid employees and no 
office; that the books of the corporation were kept 
in a vault in the offices of a subsidiary operating 
company and the clerical work necessary was fur- 
nished without charge by employees of the latter 
company ; and that no salaries were paid to officers 
of the corporation, despite considerable earnings, 
except for one year when a total of $1,000 was paid. 
In all of the other cases adjudicated against the 
taxpayer in the last two years, similar methods of 
business control, management and operation were 
found to be present, which impelled Judge Green in 
the Williams Investment Co. case to characterize the 
corporation as “merely a mask behind which the 
sole beneficial stockholder * * * seeks to hide 
from income taxes.” 


Perhaps the most damaging element that has mili- 

tated against taxpayers in recent cases has been 
evidence of substantial loans made by the corpora- 
tion to its controlling stockholder. The very essence 
of this method of surtax evasion must lie in the con- 
tentment of the controlling stockholder, to forego 
the immediate beneficial enjoyment of income while 
it is being accumulated in the corporate coffers. The 
withdrawal of substantial funds by the controlling 
stockholder, even as a bona fide loan, is a danger 
signal for it indicates that the surplus accumulated 
by the corporation is not needed for business pur- 
poses and is available for distribution. Thus, in the 
United Business Corporation case, 19 BTA 828, the 
dominant stockholder contended that his purpose in 
filling the corporation with $900,000 of stocks and 
bonds was to improve its financial condition and in- 
crease the salability of its capital stock. But the evi- 
dence of unsecured loans made by the corporation to 
its controlling stockholder of sums ranging between 
$131,000 and $614,000, coupled with the fact that the 
corporation itself was obliged to borrow from banks 
between $165,000 and $456,000 in order to provide 
such loans, was too much of a strain upon the cred- 
ulity of the Court, which said: 
These loans are incompatible with a purpose to strengthen 
the financial position of the petitioner but entirely accord 
with a desire to get the equivalent of his dividends under 
another guise. 

Likewise, in Williams C. De Mille Productions, Inc. 
v. Com’r., supra, the taxpayer protested that its sole 
purpose in accumulating a surplus was to strengthen 
the financial position of the company with a view 
to expanding activities and achieving independent 
production. In 1926, however, a personal exigency 
compelled the controlling stockholder to borrow 
$200,000 from the taxpayer corporation, which in 
turn had to borrow $100,000 on a mortgage of its 
property in order to provide such loans. The Board, 
citing with approval the United Business Corporation 
case, held that these loans were discordant with the 
avowed purpose of buttressing the financial position 
of the company and declared: 

Since the company belonged to De Mille, it was open to 
him to have distributed the earnings to himself instead of 
borrowing in the manner indicated. Except for taxes, the 
practical net result both to the corporation and to De Mille 
would have been substantially the same in both cases. He 
chose to borrow the surplus. 

The Board further observed “That it was not seri- 
ously intended that the loan should ever be repaid 
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may be deduced from the fact that although De Mille 
received from the petitioner between 1927 and 1932 
payments of salary aggregating $200,000, his loan 
has not been reduced.” 

Not only does the corporation make itself vulner- 
able to attack under Section 102, in consequence of 
extending loans to its controlling stockholders, but 
the stockholders may be personally taxed with the 
receipt of a dividend on the theory that the loans 
were fictitious and in fact constituted a distribution 
of corporate earnings “under the guise of a loan.” 
Thus, in Christopher v. Burnet, 55 F. (2d) 527, affirm- 
ing 13 B. T. A. 729, where no evidence of indebted- 
ness was executed and no interest was paid or 
charged, it was held that the withdrawal of funds 
by an individual owning practically all of the corpo- 
ration’s stock was taxable as a dividend, notwith- 
standing book entries charging such withdrawals to 
the stockholder’s account.*® 


Additional Tax under Section 102 


ECTION 102(a) of the Revenue Act of 1934 
imposes upon corporations subject to its provi- 

sions a “surtax” equal to the sum of the following: 

(1) 25 per centum of the amount of adjusted net 
income not in excess of $100,000, plus 

(2) 35 per centum of the amount of adjusted net 
income in excess of $100,000. 

This surtax is in addition to the normal 1334 per 
cent tax levied upon the taxable net income of cor- 
porations, pursuant to Section 13. 


For the purpose of computing this additional tax, 
“adjusted net income” is defined as comprising the 
following :*7 


(1) Taxable net income of the corporation as ordi- 
narily determined under Section 21 ; increased by 

(2) The sum of (A) the amount of dividends re- 
ceived from other corporations which, under Section 
23 (p), are otherwise allowable as a deduction in 
computing taxable net income, and (B) the amount 
of interest on obligations of the United States issued 
after September 1, 1917, which would be subject to 
tax in whole or in part in the hands of an individual 
owner ; *° diminished by . 

(3) The amount of dividends paid by the corpora- 
tion to its stockholders during the taxable year. 

The severity of the additional tax under Section 
102 may be appreciated by the following illustration : 
Assume that a corporation, held to be subject to the 





8 To like effect: Chattanooga Sav. Bank v. Brewer, 17 F. (2d) 79, 
certiorari denied 274 U. S. 751; Anktell Lumber & Coal Co. v. U. S., 
1 Fed. Supp. 724; Max M. Barken Drug Co., 3 B. T. A. 277; Daniel 
Hunt, Sr., 6 B. T. A. 558; S. Schulein Co. et al., 20 B. T. A. 264; 
Hugh H. Miller, 25 B. T. A. 418, petition for review dismissed without 
opinion by C. A. 2nd Circuit, Aug. 15, 1933; W._A. Graeper, 27 
B. T. A. 632; Sam Weisberger, 29 B. T. A. —._ For English decisions 
of same tenor, see Jacobs v. Inland Revenue Comrs., 10 Tax Cas. _1 
(1925); Inland Revenue Comrs. v. Sanson, 2 K. B. 492, 90 L. J. K. B. 
627, 125 R. T. 37, 8 Tax Cas. 20 C. A. (1921). 

87 Section 102 (c) Revenue Act of 1934. : ’ ; 

88 Instead of the term “additional tax” used in prior Acts, Section 102 
of the Revenue Act of 1934 designates the impost as a “surtax.” The 
Report of The Senate Finance Committee explains this change as fol- 
lows: “A surtax is imposed to remove any doubt of the right of 
Congress to include in the income subject to tax the interest from 
partially tax exempt securities. The Acts authorizing the issue of such 
securities exempt the interest therefrom from_all income taxation, except 
surtaxes and excess and war profits taxes. This section, as rewritten by 
your Committee, makes it clear that this tax is a surtax at graduated 
rates which can be imposed upon such interest.” In Williams Invest- 
ment Co. v. U. S., supra, it was held that the inclusion of interest on 
the specified government securities, as provided in Section 220 of the 
Revenue Acts of 1924 and 1926, did not violate the Fifth Amendment, 
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statute, for the year 1934, has a taxable net income of 
$200,000, besides dividends received from other do- 
mestic corporations in the sum of $100,000 but has 
failed to distribute any dividends to its own stock- 
holders. The corporation will be assessed a surtax 
of $95,000 under Section 102, in addition to the nor- 
mal tax of $27,500 which it will have to pay on its 
taxable net income. The surtax is almost three and 
one-half times *° the normal corporate income tax 
and the aggregate taxes paid by the corporation for 
the year 1934 will amount to close to 41 per cent 
of its entire net income, inclusive of the dividends 
received which are otherwise deductible. Nor is this 
the full measure of the Government’s exaction. When 
the balance of the corporation’s income (i. e., 59 per 
cent) is ultimately distributed, it will be subject to 
a surtax in the hands of the stockholders, the extent 
thereof depending upon the stockholders’ individual 
net income and the surtax brackets applicable 
thereto. 

Under the Revenue Act of 1921, Section 220 im- 
posed an additional tax of 25 per cent of the amount 
of the corporation’s taxable net income. In the case 
of holding and investment companies, the bulk of 
whose income was derived from dividends received 
from domestic corporations or interest on govern- 
ment securities, the statute presented no real threat 
because the dividends were deductible from gross 
income and the interest was tax-exempt. 

Under the Revenue Acts of 1924, 1926, 1928, and 
1932, the pertinent sections increased the “penalty” 
to 50 per cent based upon the amount of the cor- 
poration’s “net income” computed without allowance 
of the deduction for dividends received and of inter- 
est on partially tax-exempt government obligations. 

It will be noted that Section 102 of the Revenue 
Act of 1934 for the first time allows as a deduction 
from “adjusted net income,” the amount of dividends 
paid by the corporation to its stockholders during 
the taxable year. This is an equitable and salutary 
change in the law for, under all prior Acts, all cor- 
porations were penalized alike regardless of the 
amount of surplus accumulated and withheld from 
distribution. It is obvious that complete exculpation 
from liability under the Statute may be had at all 
times by making a complete distribution of corpo- 
rate income during the taxable year when earned. 


Statutory Personal Holding Companies 


NE of the major changes introduced into the 

law by the Revenue Act of 1934 is the separate 
treatment accorded to “personal holding companies” 
falling within the statutory definition of that term 
as provided in Section 351. Under prior Acts, all 
corporations seeking to avoid surtaxes on stockhold- 
ers—whether operating companies, investment com- 
panies or holding companies and regardless of the 
concentration or diffusion of stock ownership in such 
companies—were subject to the categorical provi- 
sions of a single section. 








® Contrast this with the penalty of “but one-half, not of the tax, but 
of the deficiency in tax,” provided by Section 293(b) of the Revenue 
Act of 1934 in the case of a false or fraudulent return filed by a tax- 
payer “with intent to evade tax”; vide, United Business Corporation v. 
Com’r, 19 B, T. A, 826 
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It has long been recognized that a chief offender 
against the subject statute has been the “close” or 
“family” type of holding and investment company, 
deriving its income practically exclusively from 
dividends, interest and the sale of securities. Despite 
the presumption of illegal purpose written into the 
law, these companies have been able to defeat the 
Government in proving a purpose to avoid surtaxes 
by making a partial distribution of profits and by 
showing some need for the accumulation of the re- 
maining profits.® 


Of fundamental significance, therefore, is the fact 
that Section 351 imposes an automatic “undistributed 
profits” tax on this class of “personal holding com- 
panies” regardless of their purpose in accumulating 
gains and profits and of the extent or reasonableness 
of such accumulation. The legislative intent is 
clearly indicated by the following excerpt taken from 
the Reports of the House and Senate Committees: 
“The effect of this system recommended by your 
subcommittee is to provide for a tax which will be 
automatically levied upon the holding company with- 
out any necessity for proving a purpose to avoid 
surtaxes.” 

The definition, ascribed to the term “personal hold- 
ing company” in Section 351, comprehends any 
corporation (other than certain classes of corpora- 
tions specifically excluded)** which meets the fol- 
lowing two tests: 


(A) As to Source of Income.—At least 80 per cent 
of the corporation’s gross income must be derived 
from royalties, dividends, interest, annuities, and 
(except in the case of regular dealers in stock or 


securities) gains from the sale of stock or securities, 
and 


(B) As to Stock Ownership.—At any time during 
the last half of the taxable year, more than 50 per 
cent in value of the corporation’s outstanding stock 
must be owned, directly or indirectly, by or for not 
more than five individuals.* 


As expressly provided in the statutory definition, 
both of the factors (A) and (B) shown above must 
be present in order for the company to classify as a 
“personal holding company.” The absence of either 
factor operates to exclude the corporation from such 
classification. 


It will be noted that under the foregoing definition 
of “personal holding companies”, corporations whose 
income is principally derived from manufacturing, 
the sale of goods or services, or rents, do not fall 
within the provisions of Section 351. The 1934 
House Revenue Bill, as first drafted, included “rents” 
in the income within the “80-per cent clause.” It 
was stricken out at the instance of the Senate Fi- 
nance Committee which said: 

A great part of real-estate business is done by small 


family corporations. These partake more of the nature of 
operating companies than mere holding companies. Your 





9 See Reports on the Revenue Bill of 1934, submitted_by the House 
Ways and Means Committee, Feb. 13, 1934, and by the Senate Finance 
Committee, March 28, 1934, reprinted in full in 343 C. C. H, 1 6741, 6813. 

% The corporations specifically excluded from the provisions of Sec- 
tion 351 are: (1) corporations exempt from taxation under Section 101; 
(2) banks or trust companies incorporated under the laws of the United 
States or of any State or Territory, a substantial part of whose business 
is the receipt of deposits; (3) life-insurance companies; and (4) surety 
companies. See Section 351 (b) (1)... eels 

%2 For special statutory rules governing the determination of stock 
ownership, see infra, p. 45 
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committee is of the opinion that it is unwise to include 
such companies within the category of personal holding 
companies. Therefore, the word “rents” is omitted from 
the definition. 

The mere fact that a corporation does not fall 
within the classification of Section 351 does not mean 
that it is free to accumulate gains and profits without 
restraint. Section 102 remains in-the law and its 
provisions apply to all corporations other than “per- 
sonal holding companies” as defined in Section 351. 


Recognizing that Section 351 might easily be cir- 
cumvented by dividing at least 51 per cent of the 
corporation’s stock among more than five individuals, 
Congress has forestalled this situation by enacting 
three rules to govern the determination of stock 
ownership in a “personal holding company,” de- 
signed to produce the minimum possible number of 
stockholders in such company. These rules are :** 


1. Stock owned, directly or indirectly, by a cor- 
poration, partnership, estate or trust, shall be considered 
as being owned proportionately by its shareholders, 
partners, or beneficiaries. 

2. An individual shall be considered as owning, 
to the exclusion of any other individual, the stock 
owned directly or indirectly, by his family, and this 
rule shall be applied in such manner as to produce 
the smallest possible number of individuals owning, 
directly or indirectly, more than 50 per centum in 
value of the outstanding stock. 

3. The family of an individual shall include only 
his brothers and sisters (whether by the whole or 
half blood), spouse, ancestors, and lineal descend- 
ants.*4 


Section 351(a) imposes upon personal holding 
companies subject to its provisions an annual “sur- 
tax” equal to the sum of the following: 

(1) 30 per centum of the amount of “undistributed 
adjusted net income” not in excess of $100,000, plus 

(2) 40 per centum of the amount of “undistrib- 
uted adjusted net income” in excess of $100,000. 


This surtax is in addition to the normal 1334 per 
cent tax levied upon the taxable net income of corpo- 
rations, pursuant to Section 13. 


The statutory definition of “undistributed adjusted 
net income,” upon which the surtax under Section 
351 is measured, is quite intricate. It involves a 
preliminary determination of “adjusted net income.” 
In somewhat more simplified form, the term “undis- 
tributed adjusted net income” may be defined to be 
the resultant of the following items: 


(1) Taxable net income of the corporation as ordinarily 
determined under Section 21; increased by - 
(2) Additions, as follows: 

(A) The amount of dividends received from 
other corporations which, under Section 23(p) are 
otherwise deductible, and 

(B) The amount of interest on obligations of 
the United States issued after September 1, 1917, 
which would be subject to surtax in whole or in 
part in the hands of an individual owner;” dimin- 
ished by 

(3) Deductions, as follows: 

(A) Federal income, war-profits, and excess- 
profits taxes paid or accrued, but not including 
the surtax imposed by Section 351; 


% Section 351 (b) (1). i 
For illustrative problems showing the application of these rules, see 
343 ©. C. H. { 6072-6073. 
% See footnote 88, supra. 
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(B) Contributions or gifts, not otherwise al- 
lowed as a deduction, to or for the use of donees 
described in Section 23 (0) for the purposes therein 
specified; and 

(C) Losses from sales or exchanges of capital 
assets which are disallowed as a deduction by Sec- 
tion 117(d); 

(4) The resultant figure obtained at this point represents 
the amount of “adjusted net income”™ as defined 
in Section 351(b) (3), from which should be subtracted 

(5) Further Deductions, as follows: 

(A) 20 per centum of the excess of the “adjusted 
net income” over the amount of dividends received 
from personal holding companies which are allow- 
able as a deduction for the purpose of the tax 
imposed by Section 13 or 204; 

(B) Amounts used or set aside to retire indebt- 
edness incurred prior to January 1, 1934, if such 
amounts are reasonable with reference to the size 
and terms of such indebtedness; and 

(C) Dividends paid by the corporation to its 
stockholders during the taxable year. 

(6) The resultant figure obtained at this point repre- 
sents the amount of “undistributed adjusted net in- 
come” as defined in Section 351(b)(2).” 


The base of the surtax under Section 351 (i. e., 
“undistributed adjusted net income”) differs from 
the base of the surtax under Section 102 (i. e., “ad- 
justed net income”) in three essential respects. In 
contrast to Section 102, for the purpose of determin- 
ing the base against which the surtax is measured, 
Section 351 permits the further deduction of the fol- 
lowing three classes of items: 


(1) Certain expenditures and losses which are ordinarily 
not allowable as deductions for the purpose of computing 
the taxable net income subject to normal (1334 per cent) 
corporation tax—e. g., Federal income, war-profits and 
excess-profits taxes, contributions or gifts, and certain 
losses from sales or exchanges of assets. 

(2) Reserve for contingencies—equal to 20 per cent of 
the excess of the amount of “adjusted net income” over the 
amount of dividends received from personal holding com- 
panies which are allowable as a deduction for the purpose 
of normal (1334 per cent) corporation tax.” 

(3) Reasonable amount used or set aside to retire in- 
debtedness incurred prior to January 1, 1934, reasonable- 
ness being determined with reference to the size and terms 
of such indebtedness.” 


Section 351 contains the identic provision found 
in Section 102 that dividends paid by the corpora- 
tion to its stockholders during the taxable year shall 
be deducted in calculating the base of the surtax. 
This is to prevent the additional tax from applying 
to sums actually distributed. A personal holding 
company which falls within the definition of Sec- 
tion 351 can always escape the surtax by distribut- 
ing to its stockholders at least 90 per cent of its 
adjusted net income.’ In some cases, the distribu- 
tion may amount to considerably less than 90 per 
cent, without subjecting the corporation to surtax.?™ 


% It should be noted that the definition of “adjusted net income” 
contained in Section 102 differs from the one given in Section 351 
(b) (3) above. The difference lies in the deductions (A), (B) and (C) 
under item (3) above, which are permitted under Section 351, but not 
under Section 102. : : 

% For illustrative problem showing the computation of “undistributed 
adjusted net income,” see 343 C. C. H. § 6074-6075. 

he purpose of this deduction is “* * * to allow such corpora- 
tions a reasonable reserve for contingencies’—excerpt from Reports 
on Revenue Bill of 1934 by House and Senate Committees. 

® “This will substantially and properly relieve personally owned cor- 

orations which have outstanding bonds or other indebtedness that must 
. met from current earnings before distributions can be made.”— 
Excerpt from Report on Revenue Bill of 1934 by Senate Finance Com- 
mittee. 

100 See Reports on Revenue Bill of 1934 by House and Senate Com- 
mittees. 

101 See 343 C. C. H. § 6074-6075, where a hypothetical problem is 
worked out showing that a distribution to stockholders of 72 per cent of 
its adjusted net income would exempt the corporation from the surtax 
under Section 351. 
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It is to be observed that a personal holding com- 
pany may be taxed under Section 351, in any tax- 
able year after December 31, 1933, although it may 
not have an actual surplus legally available for dis- 
tribution to its stockholders. For instance, a corpo- 
ration may have a deficit of $200,000 on December 
31, 1933, yet, if it should earn $100,000 from interest 
on securities during the year 1934, under Section 
351, it would be subject to a 30% surtax on as much 
as $80,000 thereof, unless such amount be distributed 
to stockholders during the year 1934. This results 
from the fact that the surtax under Section 351 is an 
annual tax based upon a statutory definition of cor- 
porate profits undistributed during the taxable year 
when earned, which is unrelated to the concept em- 
bodied in the common law as well as in the statutes 
of all States but two, that dividends can be properly 
declared and paid only out of profits, and not out 
of capital or assets required for the security and 
payment of creditors.? 


Even though a personal holding company should 
pay the surtax on “undistributed adjusted net in- 
come,” there is no provision in the law which will 
relieve the stockholders from the payment of indi- 
vidual surtaxes on dividends received by them, as a 
result of a subsequent distribution made by the cor- 
poration out of the undistributed profits for the 
taxable year theretofore taxed to the corporation 
under Section 351. This, of course, amounts to dou- 
ble taxation, but Section 351(d) offers to stockhold- 
ers the alternative of saving the surtax imposed on 
the corporation “if all the shareholders of the corpo- 
ration include (at the time of filing their returns) in 
their gross income their entire pro rata shares, 
whether distributed or not, of the ‘adjusted net in- 
come’ of the corporation for such year.” The dis- 
tributive shares so included in the stockholders’ 
return are treated as dividends received, subject to 
graduated surtaxes, and any subsequent distribution 
made by the corporation out of earnings or profits 
for such taxable year is exempt from tax to the stock- 
holders in the amount of the share so included.’® 

It should be noted that if the stockholders elect to 
adopt this alternative method, the amount which is 
required to be included in their individual returns 
is their entire pro rata share of the corporation’s “ad- 
justed net income,” as defined in Section 351(b) (3), 
and not merely their pro rata share of “undistributed 
adjusted net income,” as defined in Section 351(b) 
(2). A ratable share of “adjusted net income” would 
of course result in a larger dividend to the stock- 
holders than a like division of “undistributed ad- 
justed net income,” by reason of the additional 
deductions allowed in computing the latter base. 
Nor, would the stockholders, in determining their 
distributive shares of adjusted net income, have the 
right to deduct therefrom a ratable share of losses 
or deficits suffered by the corporation in any prior 
year or years, for the statute prescribes that the 
amount to be included by the stockholders in their 
individual returns is their entire pro rata share of 
“adjusted net income” for each taxable year ensuing 
after December 31, 1933. 





78.14 a C. J. 222; pad Cyclopedia of Corporations, 6223; Cook 
on, Corporations, p. 1890 e 


3 Revenue Act of 1934, ya 351(d). 
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In the case of personal holding companies whose 
stock is closely held, and Section 351 is directed at 
this class of corporations, the alternative method is 
barren of any real benefits to stockholders. It would 
be more advantageous for the corporation to make 
an actual distribution of profits during the taxable 
year when earned, and have the stockholders return 
the amount of dividends as loans or capital contri- 
butions to the corporation, if additional capital is 
needed in the business. 


Conclusion and Comment 


HE problem of tax avoidance through the use 

of the corporate device is inherently due to the 
substantial disparity in tax rates levied upon individ- 
ual incomes as contrasted with corporate incomes. 
Hence, the temptation to withhold the distribution 
of corporate profits as long as it is expedient and 
to postpone the day of payment of surtaxes by the 
individual stockholders. 

The Government is principally interested in the 
problem because of the loss of revenues that this 
method of tax evasion entails. From a social stand- 
point, it is perhaps more important to consider the 
problem in relation to the principle of equalization of 
taxation as between taxpayers who have availed 
themselves of this corporate device and those tax- 
payers who have not so availed themselves. 


Some measure of equality of taxation may be 
achieved by raising the corporate tax rates to a par- 
ity with individual tax rates. Two grave objections 
immediately present themselves to this suggestion: 
(1) it would penalize many legitimate corporate en- 
terprises not utilized for the purpose of tax evasion 
and (2) it would subject corporate profits to double 
taxation, first, in the hands of the corporation, and, 
secondly, when distributed to stockholders. The 
second objection may be seriously urged against the 
surtax levied upon corporations under Sections 102 
and 351 of the law now in force as well as against 
the equivalent sections contained in prior Revenue 
Acts. The only justification for the double taxation 
that these sections inflict must lie in the conception 
that they are punitive measures directed against cor- 
porations formed or availed of for the purpose of 
evading surtaxes on their stockholders. But the 
courts have disavowed that the surtax is a “penalty,” 
notwithstanding the burdensome quality of the tax 
and the manifest purpose that it serve as a deterrent 
against unreasonable accumulations of surplus. 

However, another method of establishing equality 
of taxation without the objectionable feature of dou- 
ble taxation would be—in the case of corporations 
utilized for the purpose of tax evasion—to disregard 
the corporate entity entirely and to tax the undis- 
tributed profits of such corporations as though con- 
structively received by the stockholders. This was 
essentially the method in vogue under the Revenue 
Acts of 1913, 1916, 1917 and 1918 when the stock- 
holders were taxed upon their distributive shares of 
the corporate profits, whether distributed or not, as 
though they were members of a personal service 
company or partnership. It is true that some doubts 
have been expressed as to the validity of taxing in- 
(Continued on page 119) 
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FULL FAITH AND CREDIT CLAUSE 


AS APPLIED TO ENFORCE- 
MENT OF TAX JUDG- 
MENTS 


A. Hazelwood, of the Wisconsin Bar 


19 Marquette Law Review, December, 
1934, p. 10-19 


Recently it was discovered by the Wis- 
consin Tax Commission that a corporation 
located in Chicago, but licensed to conduct 
business in Wisconsin, had earned enor- 
mous profits during a short period of op- 
eration in Wisconsin, had then withdrawn 
from this state all its property and busi- 
ness, leaving behind an indebtedness to 
the state, county, and city, wherein its 
business had been carried on, in the sum 
of approximately $50,000 for state income 
taxes. 

The enforcement of this claim by the 
state has been curtailed by a decision of 
the United States District Court of the 
Northern District of Illinois, in Milwaukee 
County v. M. E. White Co., F. Supp. 
— (1934). The case is now pending 
upon an appeal to the United States Cir- 
cuit Court of Appeals. 


The suit in the District Court was com- 
menced upon a complaint asking for a 
judgment against the White Company of 
Chicago, based upon judgment recovered 
in the Wisconsin Circuit Court. Ordina- 
rily the judgments of sister states can be 
attacked only on three grounds, namely (1) 
lack of jurisdiction in the original state 
court where the judgment was entered, 
(2) fraudulent procurement or (3) pay- 
ment. Generally the merits or validity of 
the claim upon which the judgment is 
founded cannot be re-examined in the 
court of the sister state (5 Wall. 290). 

But the District Court in the I’hite Com- 
fany case apparently holds that there is a 
tourth ground, namely, that where the de- 
mand is by a sister state itself, or a po- 
litical subdivision thereof, and where it is 
revealed that the original demand in the 
court of the sister state was on a cause of 
action created by the law of said state as 
a method of furthering its own govern- 
mental interests, by taxation or otherwise, 
such revelation is fatal to the plaintiff's re- 
liance upon the “full faith and credit” 
clause. 

It is reasoned that since the “full faith 
and credit” clause cannot be extended to 
cover such cases as the claim against the 
White Company, the suit must then fall 
under the rule barring original suits for tax 
claims outside of the state which imposes 

the taxes. It is difficult to see why a tax 
indebtedness owing to any state in the 
Union should not be considered in courts 
of other states to be a debt with as high 





standing as any other indebtedness owing | tate. 


to citizens and residents of sister states. 


In Current Legal Periodicals 


There is cooperation between states in the 
enforcement of criminal laws through ex- 
tradition. It seems that a similar spirit 
is needed in the matter of revenue laws. 
Yet there is a line of decisions barring 
suits by taxing authorities of one state in 
sister states, regardless of the merits of 
the claims (232 N. Y. 71). 

But assuming that the rule in such cases 
is the law with regard to original suits, is 
not a sovereign state entitled to the bene- 
fit of the “full faith and credit” clause after 
its tax claim has been reduced to judg- 
ment? 

The New Jersey Supreme Court in the 
cases of People v. Coe Manufacturing Com- 
pany, 162 Atl. 872, affirmed in 172 Atl. 198, 
held that the state of New York might 
bring an action in a New Jersey court on 
a New York judgment obtained for taxes 
imposed by a New York statute. The de- 
cision in the White case is in almost direct 
conflict with this decision. 


An examination of authorities and text- 
writers shows that the odds should be in 
favor of a reversal of the White Company 
case when and if the same reaches the 
United States Supreme Court. Some 
courts have advanced so far as to recog- 
nize penal judgments of sister states under 
the “full faith and credit” clause, to allow 
claims by another state for accrued and 
unpaid corporate franchise taxes, and in 
the case of executors, administrators and 
corporate receivers seeking reimbursement 
for payment of foreign taxes, to recognize 
foreign revenue laws ((1929) 29 Col. L. 
Rev. 782, 790-791). 

In support of the claim that the “full 
faith and credit” clause ought not to apply 
to suits on tax judgments, much reliance 
is placed on Wisconsin v. Pelican Insurance 
Co., 127 U. S. 265. But the cause of action 
there was not the same as a tax claim. It 
was a “pecuniary penalty” or punishment 
for doing a prohibited deed. A tax, on 
the other hand, is, in the writer’s opinion, 
a debt of a higher nature than the obliga- 
tion to pay a forfeiture. And the Pelican 
case has been revised in later decisions in 
such a way-as to eliminate it as authority 
upon the applicability of the “full faith and 
credit” clause of the Federal Constitution. 

In the case of Huntington v. Attrill, 146 
U. S. 657, it was stated that the doctrine 
enunciated in the Pelican case applied only 
to claims which were “penal in the inter- 
national sense” the test being whether or 
not the law was one which imposed “pun- 
ishment for an offense committed against 
the state, and which the executive of the 
state has the power to pardon.” 

The case of Kenney v. Supreme Lodge, 
252 U.S. 411, 
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involved a suit in Illinois 
upon an Alabama judgment recovered for 
the wrongful death of the plaintiff’s intes- 
The defendant set up a statute of 
no action 
















































































could be brought in that state for wrong- 
ful death caused in another state. 
Supreme Court held that this statute could 
not constitutionally 
ments, 
was entitled to full faith and credit, even 
though the original cause of action could 
not have been maintained in I1linois. 


The 


be applied to judg- 


and that the Alabama jydgment 


From the foregoing it would seem rea- 


sonable to conclude that an indebtedness 
founded upon a judgment for taxes in any 
state ought to be enforceable in the courts 
of all other states and in the Federal courts 
wherever jurisdiction of the debtor can be 
obtained. 


THE 1934 EDITION OF THE FED- 
ERAL REVENUE ACT 


Charles L. B. Lowndes, Professor of Law, 


School of Law, Duke University, 
Durham, N. C. 


19 Minnesota Law Review, December, 1934, 


p. 62-91 
The major purpose of the Federal Rev- 


enue Act of 1934 is to equalize the tax 
burden by the prevention of tax avoidance. 
It reverts to the practice of the first in- 
come tax laws by providing for a single 
normal tax. 
4 per cent. 
tax, the new surtax starts at 4 per cent on 
incomes in excess of $4,000 and is graduated 
up to 59 per cent on incomes of one million 
dollars or more. 
simplified by limiting the number of surtax 
brackets to twenty-nine. 


There is one normal tax of 
To recoup the loss in normal 


The new rates are further 


To compensate for the heavier surtax on 
incomes, personal exemptions and 
credit for dependents, which remain un- 
changed in the new Act, are allowed against 
net income for surtax as well as normal 
tax purposes. 

The new Act provides for an earned in- 
come credit of 10 per cent. This credit is 
allowed, however, only for normal, not for 
surtax purposes. Moreover, the credit un- 
der the 1934 Act, unlike the prior laws, is a 
credit against net income, not a tax credit 
against the amount of tax. 

Probably the most interesting change in 
the new law relates to capital gains and 
losses. The British system is to ignore 
such gains and losses entirely. This un- 
doubtedly leads to a more stable revenue. 
The real difficulty seems to lie in the fact 
that income cannot be taxed until it is 
realized. It is manifestly unjust to tax in- 
come which it has taken ten years to pro- 
duce under the ordinary normal and surtax 
rates, as though it were an annual accre- 
tion. In the new Act no distinction is made 
between securities and other capital assets. 
Capital gains are subject to the normal tax 
and the surtax like other income. A dis- 
tinction is made, however, in the amount 
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of the gain which must be included in net 
income, based upon the length of time for 
which the taxpayer held the capital gains. 
Capital losses may be applied to reduce 
capital gains. To the extent of $2,000 a 
capital net loss may be deducted from or- 
dinary income. A loss from a sale or ex- 
change of a capital asset, however, is only 
recognized to the extent that a gain from 
the sale of a capital asset held for a similar 
length of time would be. That is, the per- 
centages which are used in computing capi- 
tal gains are invoked in determining allowable 
deductions for capital losses. It seems clear 
that capital losses from the sale or ex- 
change of an asset held during one per- 
centage period could be offset against a 
capital gain realized upon an asset held for 
another. 


Capital gains of a corporation are taxable 
in their entirety without the benefit of the 
graduated reductions for the length of time 
capital assets were held. The new provi- 
sions for taxing capital gains and losses 
are less arbitrary than the old 12% per 
cent tax, in that they make a more flexible 
allowance for the period during which the 
capital asset was held, instead of imposing 
a rigid two year limitation. The limita- 
tions on capital losses are not particularly 
fair. They were dictated by the stern 
necessity of safeguarding the federal rev- 
enues in a period of diminishing capital 
values. When conditions improve, they 
should be relaxed. 


Closely related to the problem of taxing 
capital gains and allowing capital losses is 
the basis for computing gain or loss from 
the sale or exchange of property. Several 
important changes have been made in this 
respect by the new act. What is claimed 
to be a clarifying amendment definitely 
specifies a substituted basis for property 
transferred to a partnership by a partner 
or distributed to a partner by the partner- 
ship. The basis for property acquired by 
the partnership from a partner is the basis 
which the property had in the hands of the 
partner from whom it was acquired. The 
basis for property which is distributed to a 
partner by the partnership is such “part of 
the basis of his partnership interest as is 
properly allocable to such property.” 


The new act follows the provisions of 
the 1932 law in specifying a substituted 
basis for property which is the product of 
a tax-exempt exchange or an involuntary 
conversion. However the substituted basis 
is required only with respect to property 
acquired after February 28, 1913. 

Section 113(a) (14) of the new law pro- 
vides: “In the case of property acquired 
before March 1, 1913, if the basis otherwise 
determined under this subsection adjusted 
(for a period prior to March 1, 1913) as 
provided in subsection (b), is less than the 
fair market value as of March 1, 1913, then 
the basis for computing gain shall be such 
fair market value.” This is to prevent the 
taxpayer showing a loss where none in 
fact exists. 


The new act also prevents a taxpayer giv- 
ing away atax loss. It provides that where 
property was acquired by gift after Decem- 
ber 31, 1920, in computing a gain or loss 
from a subsequent sale of the property, 
the substituted basis, or the fair market 
value as of the time of the gift, must be 
used, whichever is lower. 


Where property is acquired by a tax- 
payer from a decedent by will or intestacy 
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the new act adopts, as the uniform rule, 
the fair market value at the time of acquisi- 
tion, which has been construed to mean the 
date of the decedent’s death. 


One of the more obvious methods of tax 
evasion, as distinguished from tax voidance, 
is the so-called “incorporated pocketbook.” 
Under the new law a corporation which 
accumulates a surplus to evade surtaxes is 
still subject to a high rate of tax, although 
the penalties of the earlier laws have been 
diminished in order to stimulate more 
vigorous enforcement. 


The new Act also attempts to reach an- 
other type of corporation which is used to 
evade surtaxes, by a tax which is not de- 
pendent upon an illicit intention. This is 
the new provision for taxing personal hold- 
ing companies. Most of the corporations 
which are relied upon to evade surtaxes are 
close family affairs which would fall under 
the description of a personal holding com- 
pany. If there is some legitimate business 
purpose for the corporation, the additional 
corporate surtax can easily be avoided by 
distributing the corporate income which 
would be subject to the surtax to the share- 
holders. Since the new act allows a rea- 
sonable reserve for indebtedness incurred 
prior to January 1, 1934, and an accumula- 
tion of 20 per cent of adjusted net income 
in excess of dividends received from other 
personal holding companies, the only cor- 
porations which should be struck by the 
new provisions are those designed for sur- 
tax evasion. 


The reorganization provisions of the 
prior laws undoubtedly played a major part 
in tax avoidance during more prosperous 
times, when some reorganizations were en- 
gineered for the sole purpose of distributing 
corporate profits exempt from tax. How- 
ever, at the present time when reorganiza- 
tion is more a necessity then a luxury, they 
prevent the realization for tax purposes of 
huge losses. The 1934 Act, therefore, re- 
tains the substantial principle of the earlier 
laws, contenting itself with several minor 
changes designed to eliminate the more 
obvious cases of tax avoidance. 


The deductions for contributions is lim- 
ited under the new Act by the provision 
that a contribution to a corporation, trust, 
community fund, or foundation operated 
exclusively for religious, charitable, scien- 
tific, literary or educational purposes is not 
deductible, if a substantial part of the activi- 
ties of such a recipient consists of carrying 
on propaganda or otherwise attempting to 
influence legislation. Dividends received 
by an individual from a domestic corpora- 
tion are credited against net income for 
normal, but not surtax purposes. Divi- 
lends from foreign corporations are taxed 
to corporate recipients and in the hands of 
an individual taxpayer are subject to both 
normal and surtaxes. Before a taxpayer 
recoups the cost of an annuity he must re- 
turn each year out of annuity payments 3 
per cent of the cost or other applicable 
basis of the annuity. Under the new law, 
estate, inheritance, legacy, succession and gift 
taxes are no longer deductible. 


The income from a trust which is revoca- 
ble by the grantor alone, or in conjunction 
with a person lacking a substantial adverse 
interest in the trust, or by such a person 
is apparently taxable to the grantor, re- 
gardless of the limitations in the way of 


notice to which the power of revocation is 
subject. 
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The earlier acts based jurisdiction to tay 
estates upon residence rather than citizep. 
ship. The present law has been amended t, 
add an additional jurisdictional base 
citizenship, in line with similar provision; 
in the income and gift taxes. The grog 
estate of nonresidents who are not citizen; 
of the United States is subject to the tay 
to the extent that it is located in the Unite; 
States. There is no longer any possibility 
of escaping the estate tax by the creation 
of a revocable trust where the exercise oj 
the power is dependent upon a precedent 
notice, or the revocation is not to become 
effective until the expiration of a certain 
period after the power is exercised. 


The gift tax is designed as a supplement 
to the estate tax. Therefore, to continue 
the policy of the 1932 Act, the gift tax rates 
are increased to about three-fourths of the 
new estate tax rates. The new rates only 
apply to gifts made in 1935 and subsequent 
years. 


The combination of a capital stock tax 
and an excess-profits tax is an ingenious 
device to impale the corporate tax evader 
upon the horns of a seemingly inescapable 
tax dilemma. If the taxpayer seeks to re- 
duce his capital stock tax by declaring a 
low value, he runs into a high excess-profits 
tax. If he seeks to reduce his excess-profits 
tax by setting a higher figure for capital 
stock, he encounters a stiff capital stock 
tax. 


The new Act makes no attempt to touch 
the most prolific source of tax avoidance, 
the interest from tax-exempt securities. 
The state of the government’s finances pre- 
cluded any tinkering in this direction. 
When conditions improve, this problem 
should be met. In the absence of any con- 
stitutional provision restricting the federal 
legislature from impairing the obligation 
of contract, a liberal court would probably 
uphold a federal income tax upon federal 
securities which were tax-exempt when 
they were issued. And there is certainly no 
constitutional objection to issuing federal 
securities in the future without the im- 
munity from federal taxation. As to state 
securities there is no evident reason why 
Congress could not enter into reciprocal 
agreements with the states to allow mutual 
taxation of income from each other’s se- 
curities. 





CONFLICTING INTERPRETATIONS 
OF RETAIL SALES TAX LAWS 


Neil H. Jacoby, Supervisor of Research, De- 
partment of Finance, State of IIlinots 


2 University of Chicago Law Review, 
December, 1934, p. 78-98 


The number of states now imposing gen- 
eral sales taxes is 26, of which 15 have en- 
acted such laws during 1933. The sales tax 
statutes, that we herein consider, impose 
privilege or occupation taxes on persons 
engaging in the business of selling tangible 
personal property at retail, with the ex- 
ception of Oklahoma and Utah whose taxes 
are imposed directly on “sales” of tangible 
personal property at retail. 

The phrase “sale at retail” is of funda- 
mental importance and it appears to be 
susceptible of at least three different def- 
initions: (A) a sale in small quantities and 
at prices higher than are associated with 
wholesalers’ or jobbers’ sales; (B) a sale to 
a consumer, using “consumer” in the sense 
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n to tail of a person who personally derives utility An important and highly controversial | are liable for tax on the theory that the 
Citizen.m from, uses Or enjoys the property purchased | subject in the interpretation of laws impos-| materials become so annexed to the realty 
nded tim by him; (C) a sale to a user or consumer, | ing taxes measured by sales of “tangible| that title is transferred by accession and 
base off using “consumer” in the sense of a person | personal property” at retail is whether or] not by sale. This construction has been af- 
Visions! who does not physically resell the property | not such taxes extend to sales of waters, | firmed in a recent federal case (7 Fed. Supp. 
€ gros purchased in any form as tangible personal | gases or electrical energy. In the majority | 616). If a contract provides for the sale 
Citizensim property. of states this question has fortunately been | of construction materials as such, and 
the tax From the economic point of view definition | Solved by statutory provisions. The ques-| labor is contracted for separately, the con- 
> United (B) is the most logical, since manufacturers | tion involves not only whether the phrase | tractor should clearly be held liable for tax 
sibility are not the economic consumers of machinery, | “tangible personal property” embraces the| as a “retailer” of tangible personal prop- 
creation equipment and supplies necessarily used by substances water, gas or electricity, but in| erty. New York and Illinois regulations 
TCIS€ off them in the process of producing goods for addition whether the compulsory furnish-| are in harmony with this theory. 
ecedenti® resale, all of which form part of the cost of | ing of such commodities at government- The definition of interstate commerce is 
become production thereof. The Michigan courts controlled rates to customers who have no probably the most important subject with 
Certainl® have tended to adopt definition (B) and have | Option of bargaining with competitors can| which state administrative authorities have 
” reversed the rulings of the Michigan tax be construed as sales of tangible personal dealt in construing retail sales tax laws, but 
plementf} administrative authorities who have at- | Property in the sense in which the word “sale” | this problem has been simplified by reason 
‘ontinue{ tempted to apply definition (C) (American |iS ordinarily used. of precedents in the form of Federal court 
ax rates Box Board Co. v. Stack, C. C. Kent County, A related question of interpretation that | decisions dealing with state excise taxes in 
s of the Michigan, April 28, 1934). The adoption of | has been productive of much disagreement | relation to interstate commerce. The limi- 
fes only definition (C) by the tax authorities of |is the application of retail sales taxes to| tation on the states’ power to impose excise 
sequent Michigan has represented the common prac- | newspapers, magazines and_periodicals.| taxes on, or measured by transactions in 
tice of other state tax authorities. Either | Illinois and New York tax authorities have | Nterstate commerce, is unquestionably one 
ock tax by statute or by regulation nearly all of | defined the term “tangible personal prop-| Of the most fundamental defects inherent 
genious} the states have placed the burden of proof | erty” by regulation to include these arti-| ! state-levied sales taxes, and the most 
~evader# on sellers of tangible personal property to | cles, and have thus brought sales thereof | Compelling argument for a Federal sales 
capable {@ show that sales are made for purposes of | within the purview of their statutes. They | tax which is not subject to this limitation. 
s to re resale and do not fall within the taxable | have likewise been included by the state of | A Plan for meeting this defect of state- 
aring am class. Such a provision should, for self- | Arizona, but by statutory provision. The levied sales taxes has been sponsored by 
-profits @ evident reasons, be a part of every retail | contrary view has been taken by the tax the Department of Revenue of North Caro- 
s-profits sales tax statute. To be required to prove |administrative authorities of Michigan, lina. It is proposed that the Congress en- 
capital |B that any particular transaction was within | Kentucky, Oklahoma, Iowa and Missouri, | 2¢t @ law permitting states to impose excise 
11 stock the law places any tax administering au-|who have ruled that sales of newspapers | taxes on, or measured by, sales in inter- 
thority in an extremely unsatisfactory |are not sales of tangible personal property | State commerce, providing that such taxes 
© touch Position. and, hence, do not come within the pur- do not at any time discriminate against 
sidance In general, the types of retail sales taxes | VICW of their laws. That the power of the to “* against megs se cge a 
curities | under discussion fall into two classes with | Press has wielded an influence in the for- and that the particular state w 5 tag rr 
ces pre- J respect to the measures by which any tax- | Mation of certain of these administrative chandise aa to purchasers for use or 
rection. @ payer’s liability is determined. The first | rulings and the statutes that did not ex- consumption be permitted to impose its 
yroblem class measures the amount of tax by the pressly include sales of newspapers is un- retail sales tax, if any, with respect to such 
ny con- gross amount of sales made, irrespective of | deniable. The contention of the publisher transactions on vendors of ne merchan- 
federal @ when the retailer realizes receipts there- | that his occupation is primarily that .of dise wherever situated. The col “pinnes 7.“ 
ligation from; the latter class measures the tax by rendering the service of providing the pub- ficulty involved = this proposal Ponti d be 
robably | receipts from sales and does not include |lic with up-to-date information is uncon- avoided by framing the Congressional Act 
federal @ credit sales in the measure until collections | vincing. to permit et Lege = 
t when are made thereon. Computation of tax| In connection with treatment of the va-| ociection bat bed gg Mae eo it 
1inly no § liability is simpler for the taxpayer under | rious repair trades wide divergencies in “ei oe This in obi ye! ioe : 
federal the first class and auditing on the part of | rulings have developed. Most feasible in ee See “ mg ete fre, nd 
the im- — the state tax authorities is capable of being | operation would appear to be the rulings of “eget henge the handicap sultere 
to state | more rapidly and inexpensively performed, | Illinois, Michigan, California and other states, | ,» ae ae “ agente etme 
on why § as necessity for an analysis of receipts into | under which each repair occupation (such se ee ee a Se ee ne 
ciprocal § taxable and nontaxable categories is elimi- |as fur-, auto-, watch-, furniture-, or shoe- wa — : — 
mutual § nated. repair) is ruled on separately and specifically ae — het divergencies f bares 
er’s se- In determining whether or not a specific |on the basis of its own peculiar circum- aio gseage feo tsa: 00 Rt agg nd . 
taxpayer is “engaging in business” several | stances and trade practices. cause of an incom Ragen mae” eb on 
tests may be applied, the most common of Construction contractors have proven to| and tax officials aa ae actions oF re fe and 
rIONS — _ (A) git of _ ay be a somewhat difficult occupation, with administrative officials in other states. It 
ws s, (B) whether or not profit is the | reference to definition of status under re-| js suggested that a secretariat or clearing 
y ar wet of = into shige ease (C) | tail sales tax laws, since it involves not only | house be established and operated by the 
rch, De- $F Whether or not the vendor advertises or | use of tangible personal property in con-| different states imposing sales (including 
mots holds himself out to the public as selling nection with the completion of contracts gross income) taxes whose function would 
ee tangible personal property, and (D) whether | to construct or improve real property, but] be the collection, clearing and prompt dis- 
laa or not the sale of tangible personal prop- | it likewise frequently involves the reselling | semination of all information relating to 
erty 1s an activity incidental and ancillary | of tangible personal property as such. In| the administration and operation of sales 
ng gen- to a principal occupation. Test (B) ap- general, the different state tax authorities | tax laws. The existence of such an institu- 
ave en- pears to have met with most approbation | have ruled uniformly that where contrac-| tion could not fail to promote uniformity 
ales tax by the courts (155 Cal. 303), although test | tors enter into contracts to construct, im-| jn construction of similar provisions of 
impose (A) has been heavily relied upon as de- | prove, or repair and sell real property for laws, and perhaps eventually result in uni- 
persons terminative of “engaging in business” by |a lump-sum amount, the building material] formity in the statutes themselves, to the 
angible the state tax authorities, probably for ad- | supply houses selling items of tangible per-| material benefit of tax officials and tax- 
™” ex- ministrative reasons. sonal property to contractors for such uses | payers alike. 
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ALABAMA 


Beer.—H. B. No. 32 imposes taxes on 
manufacture and sale of beer of not more 
than 4% alcohol by weight; provides for 


licensing of dealers and the issuance of | 


permits. 


H. B. No. 103 authorizes municipal taxa-| in state legislatures, and the final report | 


tion of fermented liquors. 


Business Licenses—Municipal Powers.— 
H. B. No. 30 prohibits municipalities of 
15,000 to 20,000 population to license busi- 
nesses, trades or professions done or car- 
ried on outside their corporate limits but 
within their police jurisdiction. 


Gasoline Tax.—S. B. No. 10 amends 
Secs. 9, 10, 11 and 12 of the law authorizing 
referenda to approve a l¢ gasoline tax for 
exclusive school use in counties of 75,000 
to population. Passed Senate. 


| Commerce Clearing House Legislative | 


H. B. No. 88 imposes a tax in addition | 


to all others now imposed on the selling, 


distributing, refining, storing or withdraw- | 


ing of gasoline or other motor fuel. 


General Revenue.—H. B. No. 89 provides 
for the State’s general revenue. 


Lawyers.—H. B. Nos. 43 and 62 amend 
Sec. 11 of the State Bar act of August 9, 


1923 to provide that the entire $10 fee be | 


paid to the State Treasurer and disbursed 
on order of the Board of Commissioners. 


Property Taxes.—S. B. No. 17 provides 
for assessment and collection of ad valorem 
taxes on real property, for assessment of 
property every four years, and for sale of 
delinquent properties. 


Property Taxes — Exemptions.—S. B. 
No. 22 and H. B. No. 14 authorize the Tax 
Commission to exempt pulp and paper 
mills from state ad valorem taxes. 

S. B. No. 50 provides for ten year tax 
exemption to $1,000,000 pulp manufacturers. 

H. B. No. 14 authorizes and empowers 
the State Tax Commission to exempt from 
ad valorem taxes for State purposes fac- 
tories or plants, and extensions thereof or 
additions thereto, including the works, 
machinery and all other equipment used in 
connection therewith, constructed, ex- 
tended or operated for the purpose of 
manufacturing pulp, paper, paper bags and 
other pulp products. Passed House. 

H. B. No. 22 repeals the Act of October 


22, 1932 exempting from taxation the prop- | 


erty of educational institutions. 


H. B. No. 96 exempts homesteads from | 
taxation and meets deficiency by sales tax. 
Tax Commission.—%S. B. No. 24 cre-| 
ates an appointive State Tax Commission | 
of three members. 
Theatres.—H. B. No. 57 amends Sec. 16! 
of the General Revenue Act. 
Trial Tax.—H. B. No. 102 amends Sec. 


| subjects for all states. 


[NDE the above heading, report will 
be made of the introduction of and 
action taken on state tax legislation of 
importance to business interests. This 


| will be that of enactment, designated by a 
bold-faced star [%]. This feature is made 
| possible _through the facilities of the 


Reporting Department, which furnishes a 
| twenty-four hour reporting service on all 
Copies of the text 
of any bill reported may be obtained for a 
service charge of one dollar per bill. 





ARIZONA 


Intangibles.—S. B. No. 1 imposes a tax 
of 5% on income from intangibles. 
H. B. No. 21 imposes an intangibles tax 


| of 14% on banks in lieu of all other taxes 


} 
| 
| 


! 


and 2% on other intangibles. 


Motor Vehicles—H. B. No. 8 extends 
time for securing motor vehicle plates to 
March 1. 


Poll Tax.—S. B. No. 5 abolishes poll 
taxes. 


Property Taxes.—H. B. No. 14 provides 
for payment of some levies on property 
without payment of all. 

H. B. No. 16 authorizes apportionment 
of taxes among parts of parcel assessed 
as a whole. 


Property Taxes—Installment Payments. 
—H. B. No. 5 extends permanently provi- 
sions for semi-annual payment of taxes. 

Property Taxes—Rate Limitation.—S. B. 
No. 16 and H. B. No. 18 limit levies to one 
per cent of counties, states and munici- 
palities. 

Real Estate Brokers—H. B. No. 10 
creates a State Real Estate Board and 
requires license fees of brokers. 


ARKANSAS 


Alcoholic Beverages.—S. B. Nos. 100 and 
101 license, regulate and tax alcoholic 
beverages. 


Chain Stores.—S. B. Nos. 49, 92 and 121 


| license and tax chain stores. 
Sales Tax; Property Tax Exemptions.— | 


Cigarettes—S. B. No. 57 decreases the 


| cigarette tax from $2.50 to $1.50 per 1,000. 


Gasoline Tax.—S. B. No. 102 makes 
gasoline tax rates in towns near state 
border the same as in adjoining state. 

H. B. No. 90 exempts from tax gasoline 
colored black for use by farmers. 





414 of the General Revenue Act of 1919. 
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section will be confined to pending bills | 


B. No. 99 facilitates gasoline tax | 


| Gross Receipts and Sales Taxes.—sS. B. 
| No. 68 levies a gross receipts tax on slot 
| machines, public utilities, securities dealers, 
title, pullman and dining car companies; 
rate is 2% except as to slot machines. 

S. B. No. 85 imposes a 3% sales tax. 

H. B. No. 10 imposes a 2% sales tax. 

H. B. No. 42 imposes a 3% sales tax for 
old age pensions. 


Income Tax.—S. B. No. 46 modifies the 
income tax exemption schedules. 


| Insurance —H. B. No. 96 provides for 
| insurance taxation for firemen’s pensions. 


| Motor Vehicles.—S. B. No. 93 reduces 
fees for farm trucks, trailers and semi- 
trailers. 

| H. B. No. 35 provides for collection of 
| motor vehicle license fees by sheriffs. 
| H. B. No. 48 reduces license fees from 
$35 to $18 and $65 to $45 on 1¥% and 2 ton 
| trucks respectively. 

| H. B. No. 151 suspends motor vehicle 
licenses until payment of final judgments 
| for damages by the vehicles. 


| Poll Tax.—See “Property Taxes,” H. J. 
R. No. 5 


Property Taxes.—S. J. R. No. 1 pro- 
| poses a constitutional amendment increas- 
ing the state school tax levy from 3 to 9 
| mills and reducing the local school district 
maximum from 18 to 12 mills. 
| K&S. B. No. 6 extends the right of redemp- 
| tion on land forfeitures to October, 1935, 
by paying one year’s tax. Approved Feb- 
ruary 2, 1935 (becomes Act No. 5, L. 1935). 

S. B. No. 53 requires publication of de- 
linquent lands. 

S. B. No. 122 provides for publication 
of delinquent tax lists. 

H. J. R. No. 5 proposes a constitutional 
amendment in regard to the 12 mill school 
tax and per capita tax. 

H. B. Nos. 39 and 79 permit improvement 
districts to accept their own past due bonds 
and interest coupons in settlement of taxes. 


H. B. No. 41 prohibits any action at law 
|} on notes, mortgages or accounts not as- 
sessed for taxation. 


H. B. No. 61 facilitates payment of back 
taxes. 


H. B. No. 70 provides method of tax pay- 
ment on properties in receivership. 


H. B. No. 76 provides for redemption of 
| lands sold for 1933 taxes. 


Property Taxes—Exemptions.—H. J. R. 
No. 1 proposes a referendum for a constl- 
tutional amendment to exempt farm home- 
steads up to 40 acres and city property 

up to $2,500 from certain taxes. 
| H. J. R. No. 3 exempts homesteads to 
| $1,000. 
H. J. R. No. 4 exempts personal property 
'to $250 from taxation. 


| 


} 
| 
| 
| 





| 
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February, 1935 


H. J. R. No. 6 proposes tax exemptions | 


on homesteads of $1,200 and personal prop- 
erty of $50. 


Property Taxes—Personalty.—H. B. No. 
19 provides for settlement in full for all 
delinquent personal property taxes on pay- 
ment of one year’s taxes. 


Rolling Stores.—S. B. No. 120 imposes a 
$250 annual tax on rolling stores. 


Soft Drinks.—H. B. No. 126 taxes soft 


drinks. 


CALIFORNIA 


Advertising (Outdoor).—A. B. No. 716 
puts the state outdoor advertising license 
fee on a square foot basis. 

Aircraft—A. B. No. 249 creates a state 
division of aircraft to license pilots and 
aircraft. 

Alcoholic Beverages.—A. B. No. 501 im- 
poses taxes as follows: liquors 40¢, sweet 
wines 10¢, beer 5¢ a gallon. 

Bank Deposits.—A. B. No. 511 taxes 
bank deposits. 

Chain Stores.—A. B. No. 339 imposes a 
$200 tax per store on chain stores. 

Cleaners.—S. B. No. 164 abolishes the 
$8 annual license fee on cleaning establish- 
ments. 

Commercial Feeds.—S. B. No. 105 taxes 
commercial feeds $10 per brand. 

Franchise Tax.—S. B. No. 42 and A. B. 
No. 124 increase rates from 2% to 6% and 
make public utilities subject to the fran- 
chise tax. 

A. B. No. 651 sets up a system for com- 


putation and payment of franchise taxes to 
cities and counties. 


Income Tax.—S. B. No. 40 and A. B. 
No. 126 impose a state income tax, with 
rates from 1% on the first $1,000 to 75% on 
$1,000,000, with personal exemptions of 
$1,000 for married and $2,500 for unmarried 
persons, and for $200 credit per dependent. 


Inheritance Tax.—S. B. No. 41 and A. B. 
No. 125 double inheritance tax rates and 
decrease the widow’s exemption to $15,000. 
_§. B. No. 270 makes technical changes 
in the inheritance tax act. 


Motor Fuels.—A. B. No. 181 imposes a 
3¢ per gallon tax on gasoline used in air- 
ships. 

A. B. No. 355 imposes a 3¢ per gallon 
tax on aircraft fuel. 

_ 5S. B. No. 163 and A. B. Nos. 207 and 407 
impose a tax on Diesel fuel. 

A. B. No. 652 exempts unemployment 
cooperatives from gas tax. 


_ Motor Vehicle Registration.—S. B. No. 
70 exempts trucks weighing up to 3,800 
pounds from license fee based on weight. 

S. B. No. 288 imposes fees on vehicles 
using Diesel fuels. 

A. B. No. 151 reduces motor vehicle 
registration fees from $3 to $1 annually. 

A. B. No. 170 provides for a new motor 
vehicle code. 

A. B. No. 359 relates to registration of 
vehicles. 

A. B. No. 396 prevents evasion of the re- 
quirement as to paying personal property 
tax as prerequisite to obtaining motor ve- 
hicle licenses. 


Property Taxes.—S. B. Nos. 60, 61, and 
63 to 65 allow leasing of lands sold to the 
State for taxes; allow segregation of prop- 
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erty for assessment purposes; and allow 
boards of supervisors to adjust taxes after 
equalization. 


S. B. No. 170 provides a method for re- 
deeming delinquent property. 


S. B. No. 214 is in regard to a delinquent 
tax list. 


S. B. No. 230 gives four years to redeem 
property sold for taxes. 


S. B. No. 242 empowers city boards to 
order reassessments for improvements. 


A. C. A. No. 17 proposes a constitutional 
amendment prohibiting the imposition of 
an ad valorem tax on real estate. 


A. B. No. 46 amends Political Code Sec. 
3766 relating to publication of delinquent 
tax lists. 

A. B. No. 203 abolishes all property 
taxes except on unused property and sub- 
stitutes a uniform tax on all income, trans- 
fers, inheritances and receipts. 

A. B. No. 217 amends Pol. Code Sec. 
3746. 

A. B. No. 411 relates to payment of taxes. 

A. B. Nu. 567 provides a system of credits 
for prior payment on redemption of de- 
linquent property. 

A. B. Nos. 653, 654 and 659 speed up 
the procedure for sale of delinquent prop- 
erties. 

A. B. No. 669 allows a compromise of 
delinquent taxes on property sold to the 
state. 


Property Taxes — Exemptions.—A. B. 
No. 19 creates a new Political Code Sec. 
3612a relating to tax exemption of veterans. 

A. C. A. No. 29 proposes a constitutional 
amendment to exempt property assessed 
up to $1,500 from taxation. 

A. C. A. No. 30 proposes a constitutional 
amendment in regard to exemptions from 
taxation. 


Property Taxes — Moratorium.— A. B. 
No. 485 provides a moratorium on tax de- 
linquencies. 

A. B. No. 472 prevents a mortgage de- 
fault if advantage is taken of the delinquent 
tax moratorium. 

A. B. No. 671 permits residents of un- 
incorporated towns to take advantage of 
the delinquent tax moratorium. 


Property Taxes—Personalty.—S. B. No. 
47 makes personal as well as real property 
subject to taxation by county fire protec- 
tion districts. 

A. B. No. 224 amends Pol. Code Sec. 
3627a in regard to taxation of securities 
and solvent credits. 


Public Utilities and Railroads.—A. B. 
No. 239 taxes privately owned public 
utilities and railroads 3% on net receipts. 


Sales Tax.—S. B. No. 80 maintains the 
21%4% sales tax. 

S. B. No. 39 and A. B. No. 122 exempt 
from sales tax all foods, and all clothing 
except jewelry and furs of $25 or over. 


Severance Tax.—S. B. No. 43 and A. B. 
No. 123 levy a severance tax on all natural 
resources, 

A. B. No. 163 imposes a severance tax 
on oil graduated from 1¢ per barrel per 
1,000 barrels per day to 10¢ per barrel on 
10,000 barrels per day. 

A. B. No. 237 imposes a severance tax 
on natural gas at rates from “%¢ for the 
first 1,000 cubic feet to 10¢ per 1,000 over 
1,000,000 cubic feet. 
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A. B. No. 588 imposes a 1% severance 
tax on oil, minerals and timber. 


Stock Transfer Tax.—S. B. No. 241 im- 
poses a stock transfer tax. 


COLORADO 


(Because of the large number of bills intro- 
duced, many only by title, only measures of 
apparent major interest are listed in detail 
below.) 


Alcoholic Beverages.—S. B. Nos. 254 and 
406, and H. B. No. 511, tax, license and 
regulate malt beverages. 

S. B. No. 365 provides for liquor control, 
state dispensaries, and local option. 

S. B. No. 397 regulates alcoholic liquor 
sales. 

S. B. No. 411, and H. B. Nos. 539 and 
541, regulate, tax and license 3.2% beer. 

S. B. No. 413 concerns alcoholic liquors, 
and repeals Chaps. 5, 11 and 12, First Extra 
Session of 1933. 

H. B. No. 45 concerns manufacture and 
sale of liquor and amends Chap. 12. 


Amusements.—H. B. No. 457 taxes all 
amusement places. 


Chain Stores.—S. B. No. 232, and H. B. 
Nos. 504 and 516, license chain stores. 

S. B. Nos. 495 and 520 impose a stores 
tax for old age and other pensions. 

S. B. Nos. 506, 519, 521, and 522 tax 
stores. 

H. B. No. 262 limits wholesale licensing 
to one unit of chain stores and provides 
for slightly increased fees. 


Deposits.—H. B. No. 517 taxes money 
deposits in financial institutions. 


Excise.—S. B. No. 612 concerns collec- 
tion of excise taxes. 

H. B. No. 208 imposes a general excise 
tax. 


Food.—S. B. No. 245 and H. B. No. 513 
license all places preparing foods. 


Gas.—H. B. No. 184 taxes natural and 
manufactured gas brought into the state. 

H. B. Nos. 444 to 446 tax natural gas 
and gas pipe lines. 


Income Tax.—H. B. Nos. 205, 207, and 
487 impose graduated net income taxes. 
H. B. 487 has passed both Houses and is 
in the hands of the governor. 

H. B. No. 535 imposes a net income tax 
and a retail sales gross receipts tax. 


Inheritance Tax.—S. B. No. 251 amends 
the inheritance tax law. 

S. B. No. 350 amends Chap. 114, L. 1927, 
as amended, taxing inheritances and suc 
cessions. 


H. B. No. 473 amends the inheritance tax 
law of 1933. 


Insurance.—H. B. Nos. 429 and 438 tax 
life policies 4%. 
H. B. No. 538 amends Stats. Sec. 2486 


taxing insurance policies. 


Milk.—H. B. No. 236 concerns control 
of manufacture and sale of dairy products 
and imposes a tax. 


H. B. No. 494 creates a milk and cream 
control board. 


Mining.—S. B. No. 173 


licenses coal 





i mines; minimum fee is $25. 
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Motor Fuel.—S. B. No. 525 taxes motor 
fuels and amends Sec. 10, Ch. 140, L. 1933. 
S. B. No. 681 affects motor fuel tax re- 
fur.ds. - 
H. B. No. 288 reduces the gasoline tax. 
H. B. No. 428 increases the gasoline tax 
2¢ for unemployment relief. 


H. B. No. 544 relates to the motor fuel 
tax. 


Motor Vehicles.—S. B. No. 26 relates to 
collection of the motor vehicle tax. 

S. B. No. 56 amends Sec. 42, Chap. 122, 
L. 1933, relating to motor vehicle registra- 
tion fees. 

S. B. No. 70 amends Chap. 122, L. 1931. 

S. B. No. 248 amends Sec. 42 (C) of 
Chap. 122, L. 1931, in regard to truck reg- 
istrations. 

S. B. Nos. 249 and 291 regard fees and 
taxes of motor carriers for hire. 

S. B. No. 623 affects registration and 
title certificates of motor vehicles, wreck- 
ing thereof and licensing dealers in parts, 
etc. 

S. B. No. 654 regards motor vehicle 
operators’ licenses. 

H. B. No. 123 facilitates payment of 
motor vehicle taxes. 

H. B. No. 273 concerns payment prior 
to registration of delinquent taxes on 
motor vehicles. 

H. B. No. 343 licenses motor vehicle 
operators and chauffeurs. 


















































Oleomargarine.—H. B. Nos. 314 and 320 
to 322, concern a tax on oleomargarine. 








Pipe Lines.—See “Gas.” 


Poll Tax.—H. B. No. 250 imposes a poll 
tax. 


Property Taxes.—S. B. No. 73 and H. B. 
No. 146 provide for part payment of de- 
linquent taxes after sale and before deed 
issues. 


S. B. Nos. 80 and 461, and H. B. No. 165, 
facilitate tax payments. 
S. B. Nos. 162 and 179, and H. B. Nos. 
281, 282 and 388 relate to tax sales. 
S. B. No. 178 relates to publication of 
notices of tax sales; amends Stats. Secs. 
7403 to 7407. 
S. B. No. 552 facilitates collection of 
taxes and grants emergency relief in re- 
spect thereto. 


S. B. No. 598 amends Stats. Sec. 7422 
concerning tax deeds. 
S. B. No. 680 relates to the assessment 
roll; amends Stats. Sec. 7317. 
H. B. No. 145 concerns payment of de- 
linquent taxes. 


H. B. No. 160 concerns taxation of live- 
stock. 
_ H. B. No. 166 amends Stats. Sec. 7331 
in regard to scheduling property. 

H. B. No. 168 amends Stats. Sec. 7190 
regarding when taxes are payable. 


































lands purchased from the state. 


_H. B. Nos. 280 and 312 concern redemp- 
tions from tax sales. 

H. B. No. 284 concerns reassessment of 
taxes by the state. 


_ H. B. No. 336 concerns payment of taxes 
in school warrants. 










H. B. No. 274 concerns assessment of | 32 
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Property Taxes—Discounts.—S. B. No. 
163 allows discounts for prompt tax pay- 
ments. 


Property Taxes—Exemptions.—H. B. 
No. 216 amends Chap. 158, L. 1933, con- 
cerning real estate tax exemptions. 


Property Taxes—Installment Payments. 
—H. B. No. 103 provides for tax payments 
in quarterly installments. 

S. B. No. 466 amends Stats. Secs. 7190 
to 7192. 


Property. Taxes—Lien.—S. B. No. 167 
amends Stats. Sec. 7180 fixing the date 
tax liens attach. 


Property Taxes—Personalty.—H. B. No. 
260 concerns collection of personal prop- 
erty taxes. 


Property Taxes—Rate Limitations. — 
S. B. No. 165 amends Stats. Sec. 7214 to 
increase the statutory state rate. 

H. B. Nos. 472 and 473 limit tax levies 
in certain districts. 

H. B. No. 474 repeals Sec. 11 of an Act 
limiting tax levies in taxing districts. 


Real Estate Brokers.—S. B. No. 175 re- 
peals Sec. 5 of Chap. 149, L. 1929, and 
repeals Chap. 139, L. 1931. 


Sales Tax.—%H. B. No. 984, providing 
for a 2% retail sales tax, effective March 1, 
was approved by the Governor Feb. 2. 


Utilities—H. B. No. 449 taxes utilities. 


CONNECTICUT 


Gasoline.—H. B. No. 51 concerns the 
gasoline tax. 


H. B. No. 54 increases gasoline tax fees 
from 2¢ to 3¢ per gallon. 


Motor Vehicles—Operators.—S. B. No. 
54 and H. B. No. 176 concern motor ve- 
hicle operators’ fees. 

H. B. No. 179 concerns suspension of 
operators’ licenses. 


Motor Vehicles—Registrations—S. B. 
Nos. 55 and 58 concern motor vehicle reg- 
istration expiration dates. 

S. B. No. 57 defines the word “resident” 
for purposes of motor vehicle registration. 

S. B. No. 59 concerns temporary motor 
vehicle registrations. 
_S. B. No. 63 concerns refunds of registra- 
tion fees. 

S. B. No. 65 concerns registration fees, 
and deductions where for less than a year. 


H. B. No. 175 concerns licensing ‘of 
motor vehicles. 


H. B. No. 177 concerns motor vehicle 
registration fees. 


Property Taxes.—S. B. No. 30 provides 
for rebates of interest and penalties on 
taxes paid in full before October 1, 1935, 
and fixing maximum interest of 7% on 
taxes due. 


Property Taxes—Exemptions.—S. B. No. 
exempts ex-service men from taxation. 


DELAWARE 


Income Tax—New Castle County.— 
H. B. No. 28 imposes an additional emer- 


gency relief tax on incomes in New Castle 


a Passed both houses January 29, 
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GEORGIA 


Alcoholic Beverages.—H. B. No. 90 im- 
poses $500 license tax on brewers and $250 
for each place of business. 

Chain Stores—H. B. No. 
chain store license tax. 


Gasoline and Fuel Oils——S. B. No. 12 
imposes 15% penalty for failure to report 
tax due promptly. 

Income Tax.—H. B. No. 234 increases 
certain income tax rates and lowers exemp- 
tions. 

Motor Vehicles.—S. B. No. 1 and H. B. 
No. 1 ratify the governor’s order suspend- 
ing collection of a portion of motor vehicle 
fees accruing since January 1, 1933. 

S. B. No. 2 fixes flat motor vehicle li- 
cense fees at $3. 

S. B. No. 7 provides in part for a state 
drivers’ license office and for drivers’ li- 
cense fees. 

H. B. No. 2 fixes passenger and truck 
motor vehicle license fees at $3. Passed 
House. 

H. B. No. 129 amends the Motor Vehicle 
Law to provide for operators’ licenses. 

Occupation Tax.—H. B. No. 70 reduces 
the occupation tax in certain counties. 

Poll Taxes.—S. B. No. 56 remits and 
annuls poll taxes accrued before January 
1, 1934. 

Property Taxes.—S. B. No. 20 regards 
payment of state and county taxes. 

H. B. No. 13 proposes a constitutional 
amendment to allow classification of prop- 
erty for taxation. 

Property Taxes—Exemptions.—S. R. No. 
23 proposes a constitutional amendment 
exempting church parsonages from taxa- 
tion. 

S. B. No. 36 proposes a constitutional 
amendment for $2,500 homestead exemp- 
tion. 

H. B. No. 14 proposes a constitutional 
amendment for a $5,000 homestead exemp- 
tion from taxation. 

H. B. No. 32 exempts $500 of personal 
property from taxation. 

H. B. No. 57 amends the constitution 
to exempt charity hospitals and infirmaries 
from taxation. 

H. B. Nos. 80 and 81 amend the con- 
stitution to exempt 50 acres from taxation. 

Sales Tax.—H. B. No. 223 imposes a 
sales tax on wholesalers and retailers. 


Stores.—H. B. No. 214 licenses all stores. 


12 levies a 


IDAHO 


Fertilizers—H. B. No. 11 requires reg- 
istration of each brand of commercial 
fertilizer with the department of agricul- 
ture at a fee of $6 per brand. 


Property Taxes.—S. B. No. 2 extends the 
time for redemption of delinquent prop- 
erties for 1928 to 1933 taxes, fixes terms 
for such redemption, prescribes issue of 
deed on failure so to redeem, and repeals 
Sec. 2 of Chap. 41, L. 1933. 


S. B. No. 3 amends Code Sec. 61-105 to 
provide that as to taxes for 1928 to 1932 the 
periods for redemption shall be eight, 
seven, six, five and four years respectively. 

S. B. No. 8 amends Code Sec. 61-1025 
to extend the redemption period for 1928 
to 1931 taxes. Passed Senate. 

*H. B. No. 2 cancels all penalties and 
interest in excess of 2% penalty added at 
time of delinquency on irrigation district 
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Approved 
anuary 23, 1935. 

H. B. No. 7 cancels all penalties and 
nterest on delinquent irrigation district 
Passed House. 


Property Taxes—Discounts.—H. B. No. 


mi0 adds Code Sec. 61-1002a allowing 4% 


rebate of total tax if paid in full before the 
fourth Monday in December and 2% on 
second installment if paid before the fourth 
Monday in June, beginning December 1935. 


Sawmills.—H. B. No. 47 requires licenses 
of sawmills, 


Tobacco.—S. B. No. 18 imposes $5 annual 
license fee for selling tobacco in any form 
and prohibits billboard advertising. 


ILLINOIS 


Alcoholic Beverages.—H. B. No. 121 
amends liquor law to require $100 fee for 
each truck or vehicle over one used by 
importing distributors. 


Chain Stores——H. B. No. 73 authorizes 
cities to tax retail chain stores. 

H. B. No. 117 imposes tax on retail stores 
of $3 on single stores, $10 for each of 2 to 5 
stores, $25 for 5 to 10 stores, $50 for 10 to 
20, and $250 for over 20 stores. 


Gasoline Tax.—H. B. No. 115 prevents 
use of motor fuel fees for anything but 
road work. 

H. B. No. 129 reduces the gasoline tax 
from 3¢ to 2¢ per gallon. 


Income Tax.—S. J. R. No. 14 proposes 
a constitutional amendment authorizing an 
income tax. 


Motor Vehicles.—S. B. No. 87 reduces 
motor vehicle fees: passenger cars range 
from $5.50 to $16.75; motorcycles are $2.75; 
trucks range from $6.50 to $165; semi- 
trailers are $6.50; trailers range from $4 
to $115. 

H. B. No. 47, concerning drivers’ licenses, 
isa substitute for H. B. No. 31. 

H. B. No. 114 would prevent appropria- 
tion of motor vehicle road fund taxes for 
anything except payment of bonds and 
interest. 

oN No. 130 reduces motor vehicle fees 
to $0. 

H. B. No. 131 reduces city motor vehicle 
fees to $2.50. 

H. B. No. 132 amends Cities and Villages 
Act to fix automobile license fees at $2.50. 


Patent Medicines.—H. B. No. 96 imposes 
a10% gross receipts tax on manufacturers 
of patent medicines. 


_ Property Taxes.—S. B. No. 43 provides 
lor assessment of property at one-third 
its full value. 

S. B. No. 26 abolishes the township 
assessor in Cook County. 

S. B. No. 51 reduces road and bridge 
tax rate from 25¢ to 15¢, and requires a 
referendum for its increase from 15¢ to 25¢. 

S. B. No. 64 removes tax provisions of 
School Act which now make average for 
four years ending June 30, 1932 the limit. 

H. B. No. 60 authorizes credits against 
current taxes for excesses paid in prior 
years as result of excessive valuations. 

H. B. No. 99 provides for assessing per- 
sonal property up to $500 in value. 

H. B. No. 127 provides for publication 
of delinquent tax lists in a newspaper pub- 
lished in the township in which the prop- 
erty lies. 
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Property Taxes—Installment Payments. 
—S. B. No. 37, and H. B. Nos. 34 and 38 
provide for paying real estate taxes in five 
installments. 

H. B. No. 39 provides for paying de- 
linquent taxes in installments. 

H. B. No. 93 removes penalties on 1933 
delinquent real estate taxes if paid in three 
— and 1935 to 1937 taxes are 
paid. 


Property Taxes—Rate Limitations. — 
S. B. No. 42 provides for a maximum 1% 
property tax rate exclusive of taxes for 
judgments and bond issues. 

S. B. No. 44 provides that the Tax Com- 
mission shall fix average, necessary cost 
of government for counties and munici- 
palities. 

S. B. No. 45 prohibits the county clerk 
from extending tax rate which will produce 
in excess of the average necessary cost of 
government as fixed by the Tax Commis- 
sion (see S. B. No. 44). 

S. J. R. No. 5 proposes a Constitutional 
amendment fixing maximum aggregate tax 
rate at $1 and establishing $1,000 home- 
stead exemption. 


Sales Tax.—S. B. No. 25 fixes sales tax 
rates at %4¢ on sales of 5¢ to 26¢, 1¢ from 
26¢ to 51¢, 11%4¢ from 51¢ to 76¢, 2¢ from 76¢ 
to $1.05, and provides for affixing stamps in 
such denominations. 


INDIANA 


Butter Substitutes—H. B. No. 25 im- 
poses a tax on sale of butter substitutes. 


Coal.—H. B. No. 72 imposes a tonnage 
tax on coal from strip mines. 


Furs.—S. B. No. 5 licenses buying of fur 
skins. 

Gasoline Tax.—H. B. No. 52 amends the 
gasoline license fee law of August 18, 1932. 

H. B. No. 54 amends the gasoline license 
fee law. 


H. B. No. 91 amends the gasoline license 
fee law of March 8, 1933. 


Income and Sales Taxes.—S. J. R. No. 2 
and H. J. R. No. 1 provide for amendment 
of Sec. 1, Art. 10 of the Constitution to 
permit income and sales taxes. (Such 
resolutions must be passed by two succes- 
sive legislative sessions; like resolutions 
were passed in 1933.) 

Intangibles —H. B. No. 105 creates the 
office of deputy county assessors for in- 
tangibles. 

Motor Vehicles—H. B. No. 26 amends 
Sec. 9 of the Act of March 14, 1925 to 
reduce passenger auto fees to flat $4. 

H. B. No. 37 amends the operators’ li- 
cense law ef March 8, 1933. 

. B. No. 69 amends the operators’ li- 
cense law. 

H. B. No. 92 amends the motor vehicle 
license law of March 14, 1925. 

H. B. No. 144 amends the act of March 
14, 1925. 

H. B. No. 153 repeals the Act of March 
8, 1933 and substitutes a weight tax. 

Motor Vehicle Dealers—H. B. No. 147 
licenses dealers in used motor vehicles and 
used parts. 

Poll Tax.—S. B. No. 36 exempts certain 
persons and classes from poll tax. 

B. No. 82 exempts from poll tax 
those unable to pay and those incapacitated 
from engaging in gainful employment. 
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Property Taxes.—%S. B. No. 18 con- 
cerns advertising and sale of delinquent lands. 
Approved January 17, 1935. 

S. B. No. 57 concerns delinquent taxes. 

H. B. No. 22 concerns advertisement and 
sale of delinquent lands for 1935 and 1936 
taxes. 


H. B. No. 24 concerns payment of delin- 
quent taxes. 

H. B. No. 76 amends the law of March 
9, 1933 in regard to tax levies. 

H. B. No. 85 concerns taxation. 
_ H. B. No. 106 concerns the date for pay- 
ing taxes and delinquent taxes. 


Property Taxes—Exemptions.—S. B. No. 
23 prescribes certain exemptions from taxa- 
tion. 


Small Loans.—H. B. No. 90 amends the 
small loans license law. 


Theatres.—H. B. No. 
censes 
theatres. 


126 requires li- 
of moving picture and other 


IOWA 


Message.—Governor Herring’s message 
did not touch directly on revenue measures. 
As to liquor control, he observed the neces- 
sity for further control by high license fees 
of the number and location of retailers 
other than state stores. As.to emergency 
relief, he observed the change in Federal 
policy which would return the cost of a 
large proportion of the unemployed to the 
state. 


Motor Vehicles.—S. B. No. 2 exempts 
from truck tax privately owned fire fight- 
ing equipment used by cities. 


Poll Tax.—H. B. No. 5 repeals the poll 
tax. 


Property Taxes.—H. B. No. 8 provides a 
three-year -moratorium on tax sales of 
properties used as homesteads. 


Property Taxes — Exemptions. —H. B. 
No. 7 exempts from taxation farm and city 
homesteads up to $2,000 and $2,500 respec- 
tively. 


KANSAS 


Chain Stores.—S. B. No. 105 and H. B. 
No. 107 fix graduated chain store tax at $100 
per store over 20, graduating ‘below 20; 
filling stations are exempt. 


Gasoline.—S. B. No. 83 (same as H. B. 
No. 50) provides that commercial trucks 
shall pay a 3 cent gas tax for their own 
fuel at ports of entry. 

H. B. No. 96 exempts interstate aviation 
from gasoline tax. 


Inheritance Tax.—S. B. No. 113 relates 
to inheritance tax exemptions. 

H. B. No. 52 lowers inheritance tax ex- 
emptions. Passed House. 


Intangibles.—S. B. No. 139 gives taxing 
officials the right to inspect intangible 
property listings. 


Minerals.—H. B. No. 106 imposes a 25¢ 
fee per $100 on registration of royalty 
interests. 


Motor Vehicles.—S. B. No. 90 increases 
the mileage tax per gross ton on buses and 
trucks to one mill. 

H. B. No. 89 fixes 21 as minimum age 
for motor vehicle operators, 
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H. B. No. 123 provides for refund of 
deposits on busses forfeited under the ton 
mileage tax law. 


H. B. No. 141 fixes a 25¢ registration fee 
for trailers. ' 


H. B. No. 176 provides for forfeiture and 
application of 90% refund of ton mileage 
tax. 

H. B. No. 201 fixes driver license fees 


at 75¢ and $1.50 and imposes new qualifica- 
tions. 


Property Taxes.—S. B. No. 67 provides 
for protesting tax levies and for appeals 
to and from the state tax commission, any 
relief obtained to inure to the benefit of all 
taxpayers. Passed Senate. 

S. B. No. 118 fixes the situs for taxa- 
tion of cattle moved during drought. 


S. B. Nos. 130 and 131 approve, ratify 
and establish the new assessor for Wyan- 
dotte county and a new assessment routine 
for all other counties. 


S. B. No. 138 provides for tax payments 
on property held under judgment. Passed 
House February 1, 1935. 


*H. B. No. 24 (now S. B. No. 18) pro- 
vides regulations for certain tax listings. 
Passed both houses February 1, 1935. 

H. B. No. 144 provides for three instead 
of four publications of delinquent tax lists. 


No. 4 proposes a constitutional amendment 
for a $1,500 homestead tax exemption. 

H. C. R. No. 7 proposes a constitutional 
amendment for homestead tax exemptions 


of $6,000 on farms and $4,000 on city 
homes. 
H. B. No. 158 repeals the exemption 


of fraternity houses from taxation. 
H. B. No. 167 repeals the exemption of 
municipal ce:neteries from taxation. 


System of Taxation.—S. C. R. No. 8 pro- 
poses a 


rate and classification of intangibles. 


MAINE 


Milk.—H. B. No. 36 creates a milk con- 
trol board. 


Motor Vehicles.—S. B. No. 139 author- 
izes temporary number plates. 

H. B. No. 204 makes drivers’ 
expire one year from date thereon. 


Property Taxes.—H. B. No. 203 provides 
tax notices and demands be served like 
writs. 


licenses 


MARYLAND 


Code Sec. 228 of Art. 56 to decrease garage 
license fees. 


Gasoline Tax—Motorboats.—S. B. No. 3 | 


and H. B. No. 10 amend Annotated Code 
(29 Supp.), Art. 56, Sec. 219, to exempt 
motorboats from payment of the gasoline 
tax. 


Gross Receipts Tax.—S. B. No. 12 in- 
creases tax rate for telegraph, cable, parlor 
car, safe deposit and trust companies from 


21%2% to 3%, for telephone, oil pipe line and | 
title companies from 2% to 3%, electric light | 


and power companies from 1% to 3%, and 
gas companies from 14% to 3%. 


Income Tax.—S. B. No. 16 levies an in- 
come tax at rates one-half those of the 
Federal tax. 


constitutional amendment for a | 7 : ; 
system of taxation instead of a uniform | from deposit tax stocks and bonds of Fed- 


|eral home loan banks. 








j income tax. 
Garages.—H. B. No. 39 amends Ann. | 
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Inheritance Tax.—S. B. No. 15 taxes col- 
lateral inheritances at rates from 5% to 


9% up to $200,000, and 10% on all above 
$200,000. 


Motor Vehicles.—S. B. No. 11 provides 
for registration and licensing of motor ve- 
hicles by county treasurers. 


MASSACHUSETTS 


Alcoholic Beverages.—S. B. No. 271 and 
H. B. Nos. 1418, 1424 and 1536 further 
regulate or reduce the number of licenses. 

H. B. No. 999 provides for transfer of 
alcoholic beverage licenses to corporations 
in certain instances. 

. B. No. 1123 regulates pharmacists’ 
fees for sale of alcoholic beverages. 

H. B. No. 1126 defines powers and duties 
of local authorities and limits those of the 
alcoholic beverage commission. 

H. B. No. 1129 authorizes refund of cer- 
tain license fees by the alcoholic beverage 
commission. 

H. B. No. 1420 reduces certain maximum 
alcoholic beverage license fees. 

H. B. No. 1421 increases pharmacists’ 
alcoholic beverage license fees. 

H. B. No. 1425 authorizes alcoholic 
beverage licenses for wine and beer to 


|certain clubs betw il 1 - 
Semete Tense-teaieen.~2, C, B Freed ain clubs between Apri and Octo 


ber 1. 


H. B. No. 1623 authorizes appeal to al- 
coholic beverage commission from local 
authorities in certain instances. 

See also “Tobacco.” 


Beverages.—See “Alcoholic Beverages,” 
“Tobacco.” 


Billboards—H. B. No. 1138 requires 
municipal assent to billboards and signs on 
highways. 


Deposit Tax.—H. B. No. 770 exempts 


H. B. No. 1032 amends the exemption 
of savings banks from deposit tax. 


Engineers and Mechanics.—H. B. No. 
1654 creates a board of registration of auto- 
motive mechanics to regulate that occupa- 


| tion. 


H. B. No. 1737 licenses operators of 
diesel or internal combustion engines. 


Gasoline.—S. B. No. 163 allows reim- 
bursement to distributors of motor vehicle 
fuels for services and expenses in connec- 
tion with gasoline tax. 


Income Tax.—H. B. No. 773 affects the 
H. B. No. 779 increases income tax rates. 
H. B. No. 1036 imposes a temporary 

additional tax on certain incomes, for use 

by municipalities. 
B. No. 1077 proposes a legislative 


| constitutional amendment for a graduated 





income tax. 


Inflammables.—S. B. No. 151 is relative 
to licenses and fees for storing, manufac- 
turing and selling certain volatile and in- 
flammable substances. 


Inheritance Tax.—H. B. No. 780 in- 
creases the tax rate on successions and 
legacies. 


Milk.—H. B. No. 1059 defines the powers 
and duties of the milk control board. 


H. B. No. 1489 licenses and bonds milk 
and cream dealers. 
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Motor Vehicles.—S. B. No. 113 change 
the motor vehicle registration expiration 
date from December 31 to March 1. 


H. B. No. 685 authorizes the registra; 
of motor vehicles to collect and regulate 
all motor vehicle license fees and com. 
pulsory insurance premiums. 

H. B. Nos. 792 and 840 relate to fees 
for motor vehicles transporting passenger; 
for hire. 

H. B. No. 842 relates to nonresiden 
driving privileges without Massachusetts; 
registration. 

H. B. No. 969 prevents false and fraud. 
ulent motor vehicle registration and tax 
circumvention. 

H. B. No. 1487 relates to registration of 
motor vehicles of manufacturers and 
dealers. 


H. B. No. 1599 requires statement oy 
motor vehicle registration applications of 
payment of excise taxes thereon. 


Patent Medicines—H. B. No. 902 \- 


censes sale of patent and _ proprietary 
medicines. 
Poll Tax.—H. B. Nos. 778 and 1469 


abolish the poll tax. 

H. B. No. 1569 fixes fees for callection 
of poll taxes. 

H. B. No. 1659 imposes the poll tax on 
inhabitants over age 20. 


Property Taxes.—S. B. 315 is in regard 
to informal procedure before board of tax 
appeals. 

H. B. No. 927 abates taxes upon interests 
of individuals in certain ships. 

H. B. No. 1038 creates and enforces liens 
for collection of unpaid taxes, assessment, 
and other municipal charges. 

H. B. No. 1507 proposes a legislative 
constitutional amendment relating to real 
estate taxes. 

H. B. No. 1565 extends attaching of tax 
liens on real estate to July 1, for 1935. 

H. B. No. 1749 relates to valuation of 
land and fixtures. 


Property Taxes — Exemptions. — H. B. 
No. 1467 exempts certain homes from 
taxation. 

H. B. No. 1506 proposes a legislative 
constitutional amendment exempting resi- 
dences from taxation to $5,000. 

H. B. No. 1752 relates to exemption for 
limited periods of repairs and improve- 
ments to or new construction of resi- 
dences. 


Property Taxes—Rate Limitations— 
H. B. No. 671 proposes a legislative con- 
stitutional amendment limiting the rate ol 
taxation on real estate. 

H. B. No. 777 limits the taxation of real 
estate. 

H. B. No. 1033 limits the tax rate on real 
estate and other tangibles berinning in 
1936. . 

H. B. No. 1660 fixes a maximum rate for 
local taxes. 


Property Taxes—Redemption; Interest; 
Penalties—S. B. No. 270 provides 4 
temporary process for redemption from 
mortgage and tax lien foreclosures. 

S. B. No. 316 is relative to interest rate 
on overdue taxes. 

H. B. Nos. 771, 772, 925, 1468 and 1568 
reduce interest on unpaid local taxes. — 

H. B. Nos. 924, 1034, 1566 and 156/ 
abolish penalty interests on unpaid local 
taxes. 
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H. B. No. 1039 relates to payment of 
interest and taxes to cities and towns. 

H. B. No. 1040 relates to interest on 
taxes abated after payment thereof. 


Real Estate Brokers—S. B. No. 313 
licenses real estate brokers and salesmen. 

H. B. No. 919 licenses real estate brokers 
and salesmen and creates a state real estate 
commission. 


Sales Tax.—H. B. No. 1037 imposes a tax 
on certain sales of tangible personal prop- 
erty. 


Small Loans.—H. B. No. 805 requires 
licensing of financing and refinancing of 
sales of personalty by the commissioner 
of banks. 

H. B. No. 806 increases small loans li- 
cense fees. 


Steamboats.—S. B. No. 319 authorizes 
limited permits as carriers of property by 
the department of public utilities for 
steamboats. 



































Tobacco.—H. B. No. 774 imposes a tax 
on tobacco and its products, beverages, and 
admissions for a municipal public welfare 
fund. 







MICHIGAN 


Chain Stores.—H. B. No. 53 increases the 
tax rate on chains of 36 or more stores. 

H. B. No. 77 imposes a chain gasoline 
station tax. 


Coin Vending Machines.—H. B. No. 85 
licenses coin or slug slot machines; fee 
is $25. 

Income Tax.—H. B. No. 50 imposes a 


net income tax on individuals and fidu- 
ciaries. 






















Property Taxes — Exemptions. — H. B. 
No. 89 exempts homesteads over $5,000 of 
persons over 65 who have lived thereon 
five years and qualify for old age pensions. 










Sales Tax.—S. B. No. 78 exempts manu- 
facture and agriculture from the sales tax. 

H. B. No. 71 prescribes a 3% sales tax 
exempting agriculture and repeals the 
present tax. 







MINNESOTA 


Gasoline Tax.—S. B. No. 53 allows filling 
stations one-half the shrinkage allowance 
in computing the gasoline tax. 









Income Tax.—H. B. No. 52 (same as 
5S. B. No. 12) amends the exemption provi- 
sions of the state income tax law. 


Motor Vehicles.—S. B. No. 85 extends 
the “in transit” motor vehicle plates 
privilege to residents of all states. 

S. B. No. 86 and H. B. No. 133 increase 
the exemption from tax of trailers not used 
for commercial purposes from 1,000 to 2,000 
pounds. 

S. B. No. 88 prohibits sale of motor ve- 
hicles unless all taxes due are paid, seller 
to report sale to registrar. 

S. B. No. 89 strengthens the motor ve- 











| in running water be assessed May 1 where 
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Property Taxes.—S. B. No. 67 provides 
for county treasurer as receiver for delin- 
quent properties until taxes are paid. 

S No. 162 and H. B. No. 205 make 
payment of real estate taxes prerequisite to 
their court contest. 

H. B. No. 28 provides that property of 
railroads not common carriers and logs not 


found. 


Property Taxes—Personalty.—S. B. No. 
44 and H. B. No. 64 limit the tax rate on 
personal property to 30 mills, the proceeds 
to be apportioned among taxing units by 
county boards. 

H. B. No. 22 (same as S. B. No. 6) 
exempts household personalty and farm 
machinery from taxation. 


Property Taxes— Rate Limitations. — 
. No. 17 limits municipal tax levies 
to 50% hy the 1931 levy payable in 1932. 

S. B. No. 39 limits school district levies 
in counties of 10,000 to 50,000 with valua- 
tions over $50,000,000 to $52.50 per capita 
in 1935 and 1936, reducing to $40 per capita | 
in 1941 and thereafter. 

S. B. No. 40 limits tax levies in townships 
of 3,000 to 10,000, exclusive of incorporated 
villages, to 16 mills in 1935, reducing to 
12 mills in 1942 and thereafter. 

S. B. No. 41 limits levies of villages of 
10,000 to 50,000 population and valuation 
over $35,000,000 to $62.50 per capita in 1935, 





reducing to $50 in 1940 and thereafter. 

S. B. No. 45 and H. B. No. 65 propose a 
constitutional amendment limiting the tax 
rate on intangibles to 1.2% of full value. 


Sales Tax.—H. B. No. 129 imposes a 1% 


tax on gross income from sales. 


MISSOURI 


Furs.—H. B. No. 86 repeals Stats. Sec. 
8239 licensing shippers of and dealers in pelts. 


Income Tax.—H. B. No. 75 increases in- 
come tax rates. 


Intangibles —H. B. No. 139 relates to 
taxation of intangibles. 


Motor Vehicles—H. B. No. 47 repeals 
Stats. Sec. 7761 in regard to motor vehicle 
owners’ -fees. 

H. B. No. 92 repeals Stats. Secs. 
and 7766 concerning motor vehicle oper- 
ators’ and chauffeurs’ licenses. 

No. 169 relates to motor vehicle 


manufacturers to 6¢ per pound on use in 
cooking for resale. 


Property Taxes—H. J. C. R. No. 5 
amends Sec. 6 of Art. X of the Constitu- 
tion relating to revenue and taxation. 

H. B. No. 129 repeals and re-enacts Stats. 
Sec. 6994 regarding property assessments 
in fourth class cities. 

H. B. No. 136 repeals the Jones-Munger 
law in regard to back taxes. 





hicle license reciprocity law. 
S. B. No. 91 advances the date for de- 
linquency of motor vehicle registration fees 







Preceding. 
S. B. No. 141 substitutes a gross weight 
for the mileage tax on interstate trucks. 









thereafter to 1933 and 1934 rates. 


from February 15 to the November 15 


H. B. No. 31 (same as S. B. No. 7) re- 
duces motor vehicle taxes for 1935 and 


H. B. No. 161 classifies real and personal 
property for taxation. 

H. B. No. 178 repeals Stats. Sec. 9756 
relating to time of making assessments 
and contents of lists. 


Property Taxes—Exemptions.—S. J. C. 
R. No. 2 exempts from taxation the first 


| law. 


7765 | 


licenses. 
Oleomargarine—H. B. No. 66 taxes 
oleomargarine dealers from $1,000 on| 


93 


H. B. No. 41 remits taxes on homesteads 
on up to $1,500 of assessed value. 


Property Taxes—lInstallment Payments. 
—S. B. Nos. 9 and 32 regards payment of 
delinquent taxes in installments. 


Sales Tax.—S. B. No. 33 imposes a sales 
tax on all commodities and services, in- 
cluding use of money, utilities services, 
advertising, and retail and wholesale trans- 
actions. 

H. B. No. 116 increases the retail sales 
tax from % of 1% to 2%. 

H. B. No. 168 extends the sales tax for 
two years and doubles rates. 


_ Tobacco.—S. B. No. 4 imposes a l¢ to 
5¢ tobacco tax for old age pensions. 


Utilities—H. B. No. 127 repeals Stats. 
Sec. 10066 taxing water lines and mains. 


MONTANA 


Alcoholic Beverages.—H. B. No. 23 pro- 
vides for retail beer license fees of $75 in 
towns of 100,000. 


Chain Stores.—H. T. No. 29 imposes a 
chain store tax. 


Gasoline and Oil.—S. B. No. 
a committee on oil and leases. 


Income Tax.—H. T. No. 36 imposes a 
gross income replacement tax. 


Inheritance Tax.—H. T. No. 94 imposes 
a tax on direct and collateral inheritances. 


Mines.—S. T. No. 90 provides for taxa- 
tion of mines, for a board to review re- 
ports since 1925 and to correct errors and 
collect any additional taxes due. 

S. T. No. 91 amends the definition of 
“gross value” in the metal mines license 


21 licenses 


Motor Vehicles.—H. T. No. 28 relates to 
motor vehicle registration. 
No. 35 licenses operators of motor 
vehicles. 
H. T. No. 39 relates to motor 
| registration. 


vehicle 


Property Taxes.—S. B. No. 5 relates to 
classification of personal property. 

S. B. No. 8 amends Chap. 160 of Part 3 
| of 1921 Pol. Code relating to assessment 
of property for taxation. 

S. B. No. 18 relates to payment of de- 
linquent taxes. 

S. B. No. 46 relates to valuations and as- 
sessment of utility properties. 

H. B. No. 22 provides for assessment 
and sale of real estate for taxes. 

H. T. No. 75 classifies all taxable prop- 
| erty 

i T. No. 95 establishes a new basis for 
imposing taxes. 


Retailers.——H. T. 
establishments. 


No. 66 licenses retail 


NEBRASKA 


Alcholic Beverages.—H. B. No. 244 cre- 
ates a state liquor control system, reserving 


to municipalities the right to license 
| retailers. 
Capital Stock Tax—H. B. No. 236 


abolishes the exemption from capital stock 
tax of corporations with under $1,000 
capital stock and imposes $5 tax on capital 





$2,000 of assessed value of real property. 
H. J. R. No. 1 exempts homesteads from 
taxation. 


stock up to $10,000. 


Chain Stores—H. B. No. 121 imposes 
graduated tax on chain stores of $10 each 
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on first ten stores and $500 each up to $100; 
exempts filling stations, domestic and co- 
operative stores; proceeds go to old age 
pensions. 


Commodities.—H. B. No. 214’ establishes 
commodity warehouses, imposes state li- 
censes and supervision, and provides for a 
commodity price index. 


Corporations.—H. B. No. 235 imposes a 
tax on foreign corporations measured by 
all property and credits employed in their 
business in the state. 


Foods.—S. B. No. 92 provides for state 
eradication of vermin and rodents in food; 
imposes tax on establishments to defray 
cost. 


Gasoline Tax.—S. B. No. 79 abolishes 
direct county taxes for building roads and 
bridges and requires its payment from 
county’s share of gasoline tax. 

H. B. No. 195 repeals the law requiring 
property taxes for road maintenance and 
improvements and directs payment from 
gasoline tax highway fund. 


Inheritance Tax.—S. B. No. 104 repeals 
the exemption of bequests to eleemosynary 
institutions. 


Intangibles Tax.—H. B. No. 135 changes 
intangibles tax rate to 10 mills on Class 
A and 32 mills on Class B; enforcement 
provisions elaborated. 


Motor Vehicles.——S. B. No. 112 makes 
$5,000 public liability insurance prerequisite 
to obtaining licenses. 

S. B. No. 115 imposes ten day limit on 
permits to over-size vehicles. 

H. B. No. 80 (same as H. B. No. 70) 
and H. B. No. 151 prohibit issue or trans- 
fer of motor vehicle license where there 


are any delinquent personal taxes due on 
car. 


Property Taxes.—S. B. No. 6 amends 
1933 Stats. Secs. 77-1959 and 15-812 relat- 
ing to delinquent taxes. 

S. B. No. 118 allows owners and inter- 
ested parties to bid at tax sales. 

H. B. No. 100 amends Stats. 1933 Sec. 
77-2004 to provide for publication of delin- 
quent real estate tax list and the notice 
of sale. 

H. B. No. 196 provides for appointment 
of receivers in foreclosures of tax liens. 

Property Taxes — Exemptions.—H. B. 
Nos. 9 and 18 amend the Constitution, 
Sec. 2 of Art. 8, relating to property ex- 
empt from taxation. 

H. B. No. 89 amends Constitution to pro- 
vide for homestead exemption from taxa- 
tion. 


Property Taxes—Installment Payments. 
—S. B. No. 63 provides for installment pay- 
ments of as low as $2.50 and for 10% 
discount for prompt payment. 

H. B. No. 102 provides first installment 
shall be delinquent May 1. 

Property Taxes—Personalty.—S. B. No. 
87 makes personal property taxes a lien 
and forbids removal of property from 
county to evade payment. 

Real Estate Brokers—S. B. No. 78 
licenses real estate brokers and salesmen; 
broker’s fee is $5, salesmen $2. 


NEW HAMPSHIRE 


Property Taxes.—H. B. No. 111 relates 
to tax collectors. Passed both houses Jan- 
uary 23, 1935 
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NEW JERSEY 


Billboards.—A. B. No. 8 repeals the ex- 
emption from tax of billboards erected 
under contracts prior to January, 1930, and 
simplifying administration of the law. 
Withdrawn January 28, 1935. 


Chain Stores—A. B. No. 


20 licenses 
chain stores. 


Furs.—A. B. No. 63 licenses nonresident 
fur dealers where the state of residence 
imposes a license fee on foreign dealers. 


Inheritance Tax.—S. B. No. 48 repeals 
Act of July 11, 1934, empowering settle- 


ment of taxes in litigation over decedent’s 
domicile. 


Milk.—A. B. No. 46 extends the milk 
control board to July 1, 1938. 


Motor Vehicles.—A. B. No. 37 prohibits 
municipal fees levied on motor vehicle 
operators. 


Property Taxes.—S. B. No. 33 continues 
the privilege of paying school taxes in scrip, 
provided the total of such payments to the 
County Collector be proportionately in 
cash. 

A. B. No. 44 fixes tax penalties at 4% 
for the first year and 6% thereafter. 


Utilities—A. B. No. 39 taxes producers 
of hydroelectric power. 


NEW MEXICO 


Bureau of Revenue.—¥S. B. No. 5 cre- 
ates a State Bureau of Revenue to collect 
motor vehicle, gasoline, sales, liquor, stamp 
and retail merchants’ taxes and fees. Ap- 
proved February 1, 1935. 


Franchise Tax.—¥S. No. 47 imposes a 
tax on corporations of $1 per $1,000 capital 
in fees for annual report. 


Gas and Oil.—H. B. No. 58 taxes oil at 
5% of market value and gas at % of 1% per 
1,000 cubic feet. 


Gasoline—S. B. No. 38 increases the 
gasoline tax 1¢ per gallon for relief pur- 
poses. 


Income Tax.—H. B. No. 51 imposes a 
graduated income tax at higher rates and 
with lower exemptions than existing law. 


Occupational License Taxes.—H. B. No. 
21 prohibits municipal remission of occupa- 
tional taxes or license fees. Passed House. 


Property Taxes.—S. B. No. 3 exempts 
property taxpayers from payment of inter- 
est and penalties if any taxes due, no 
matter for what years, are paid by June 15, 
1935. Passed Senate. 


Property Taxes — Exemptions.— SS. J. 
R. No. 5 authorizes the Legislature to ex- 
empt from property tax all homesteads up 
to — of $2,500. Approved February 
: ; 


Sales Tax.—S. B. No. 1 reenacts the sales 
tax with the same rates as the present law. 
Passed Senate. 


Utilities—H. B. No. 42 imposes a 2% 
gross income tax on railroad, telephone, 
telegraph, water power, and gas and light 
companies, including income from invest- 
ments and intangibles. 
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NEW YORK 
(See page 114 for summary of new laws) 


Banks.—S. B. No. 388 (same as A. B. 
No. 428) amends Sec. 219-xx, Tax Law, 
to permit deduction of preferred stock divi- 
dends paid in computing net income for 
tax on national banking associations. 


Chain Stores——A. B. No. 521 imposes 
chain store license fees of $50 for each of 
first five and $1,000 per store above five. 


Gasoline.—S. B. No. 382 (same as A. B. 
No. 431) Secs. 282, 420 of Tax Law to 
define “person” for motor fuel and alco- 
holic beverage taxes to include an executor, 
administrator, receiver, trustee or fiduciary, 
and in case of motor fuel tax, also indi- 
viduals, partnerships, corporations, etc. 


Income Tax.—A. B. No. 416 adds new 
Sec. 351-f, Tax Law, making the personal 
income tax law applicable to nonresidents 
as to income from admissions to moving 
Picture houses in state or from sales in 
state of any periodical, paper or document. 


Inheritance Taxes.—S. B. No. 387 (same 
as A. B. No. 430) amends Secs. 224, 235, 
Tax Law, empowers tax commission to 
enforce (old) transfer tax liéns or sue per- 
sonally the personal representatives of de- 
ceased, or to issue warrants if not paid 
within 18 months of death, etc. 


Insurance.—S. B. No. 456 amends Sec. 
456, Tax Law, to impose tax of 20¢ per $1 
premiums on unlicensed foreign corpora- 


tions writing insurance on risks in New 
York. 


Motor Vehicles.—S. B. No. 286 amends 
Sec. 11, Vehicle and Traffic Law, to fix 
motor vehicle and trailer license fees at 
three-fourths annual fee when issued be- 
tween April l.and July 1. 


A. B. No. 459 amends Sec. 11, Vehicle 
and Traffic Law, to reduce registration fee 
to 50% of that for other vehicles on trucks, 
trailers, etc., used exclusively for farming 
within 10 miles of owner’s farm. 


Narcotics.—A. B. No. 200 (same as S. B. 
No. 153) adds new Secs. 424a, 424b, Health 
Law, charging a $10 license fee for manu- 
facturers and wholesalers of narcotics or 
narcotic preparations, and a registration fee 
of $15 for manufacturers and of $10 for 
wholesalers. 


Property Taxes.—S. B. No. 333 (same as 
A. B. No. 340) amends Sec. 294, Tax Law, 
striking provisions that costs may be 
awarded against the state in proceedings 
to review a special franchise assessment. 


Property Taxes—Exemptions.—S. B. No. 
390 adds new subd. 19, Sec. 4, Tax Law, 
exempting improvements on land from 
taxation up to $5,000 per family if occupied by 
not more than two families, and if dwelling 
conforms with Art. 3, Multiple Dwelling 
Law, up to $1,000 per living room; owner 
to pay tax on land at twice rate for local 
taxation. 


Property Taxes—lInstallment he. 
—S. B. No. 368 (same as A. B. No. 438) 
amends Sec. il7-a, Village Law, to provide 
that second installment be collectible at 
time fixed by trustees, but in no event later 
than six months after first installment, and 
subject to same penalty. 

Property Taxes—Limitations.—S. B. No. 
453 (same as A. B. No. 52) amends Sec. 
10 and adds new Sec. 10b, Art 8, Consti- 
tution, providing there shall be no direct 
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State tax on real property and amount to 
cluding interest and principal on indebted- 


not in aggregate exceed 2% of true value 
of property in money and making other 
provisions. 


Property Taxes—Monroe County.—A. B. 











notices of tax sales in Monroe County. 
Passed House. 


Real Estate Appraisers.—A. B. No. 376 
amends Art. 12-b, Real Property Law, to 
require real estate appraisers to obtain 
state licenses; fees are $250 in counties 
over 300,000, and $125 in counties of 50,000 
to 300,000 population. 


Soda Fountains.—S. B. No. 238 (same as 
A. B. No. 111) adds new Secs. 71k and 
71q to 7lu, Agriculture Markets Law, for 
licensing soda fountains and restaurants 
operated in connection with drug stores 
and pharmacies. 

















NORTH CAROLINA 


Corporation Filing Fees—S. B. No. 15 
amends Consol. Stats. Sec. 1218 relating 
to taxes and fees for filing certificates for 
corporate purposes. 


General Revenue.—S. B. No. 19 and H. B. 
No. 32 are general revenue measures. 


Motor Vehicles.—S. B. No. 3 provides 
for the licensing of motor vehicle operators 
and chauffeurs upon the public highways, 
and provides for radio communications be- 
tween sheriffs, police departments and 
other law enforcement agencies within the 
State. Passed House with amendments. 

S. B. No. 17 provides for licensing motor 
vehicle operators. 

S. B. No. 20 provides for licensing motor 
vehicle operators and chauffeurs and to 
make uniform the law relating thereto. 

S. B. No. 35 provides for a department 
of highway safety, for operators’ licenses, 
and for safety on highways. 

H. B. No. 12 reduces license tax to $5 
on vehicles not for hire. 

H. B. No. 88 amends Sec. 1 of Chap. 375, 
P. L. 1933 in regard to rates for automo- 
biles and trucks. 

























Property Taxes — Exemptions. — H. B. 
No. 28 amends Chap. 204, Sec. 306 (8), Pub. 
Laws 1933 relating to certain tax exemp- 
tions. 












NORTH DAKOTA 


Amendments to Constitution—S. C. R. 
(Temporary) No. 2 amends the constitu- 
tion to authorize classifications and ex- 
emptions of property from taxation, and 
to authorize gross earnings, net income or 
occupational taxes. 

S. C. R. “E” amends Sec. 179 of Art. 
ll of the Constitution relating to Revenue 
and Taxation. 


Moratorium.—S. B. No. 47 establishes a 
two year moratorium on all foreclosures, 
executions, tax sales and evictions. 


Property Taxes.—S. B. No. 51 cancels 
— on homesteads for years prior to 

S. B. No. 56 makes the assessment date 
May ia 

FP. a No. 2 amends Sec. 4 of Chap. 257, 
L. 1933, in regard to lands forfeited to 
county for taxes. Indefinitely postponed. 





























1% to 1%. 


consider pending. 


majority vote. 
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OHIO 


Alcoholic Beverages.—H. B. No. 39 raises 
the alcoholic content of wines for purpose 
of computing taxes from 17% to 21%. 
H. B. No. 38 reduces the beer tax from 
$1.50 hg $.75 per barrel. 
S. B. No. 2 removes the tax of $1 per 
lee on hard liquors. 


Gasoline Tax.—S. B. 19 shifts the gaso- 
line tax burden to the consumer to permit 
its deduction on users’ 
tax returns; 


Property Taxes—Personalty.—H. B. No. 
48 cancels interest and penalties and part 
of principal on personal taxes for 1934 and 
prior years. 


Tobacco.—H. B. No. 49 imposes a stamp 
tax on tobacco. 


Federal 
tax rate is unchanged. 


Motor Vehicle Registration.—S. B. No. 9 
changes the fee basis from horse-power 
to price and age, fees to scale from $9 
the first year on cars of $500 or less to 
$72.50 the first year on cars of $5,000 or 
over. 

S. B. No. 13 provides for transfer of 
license plates to purchasers for $1 transfer 
registration fee. 


income 


S. B. No. 18 makes driver’s license fee 


25¢. 


S. B. No. 22 changes motor vehicle fee 


basis to combination of horse-power and 
value. 


Sales Tax.—S. B. No. 16 increases com- 


missions for sale of stamps from 1/10 of 
Passed Senate; motion to re- 


Welfare—S. B. No. 10 permits special 


elections for passage of welfare levies by 
Passed both houses. 


OKLAHOMA 


Alcoholic Beverages.—H. B. No. 61 au- 
thorizes municipalities to tax and regulate 


beer brewers and retailers. 


Billboards.—H. B. No. 135 imposes li- 
cense fees on billboard companies. 


Gasoline.—S. B. No. 27 exempts gasoline 
used for farm purposes from tax. 

H. B. No. 58 provides for tax refunds 
on gasoline used in agriculture. 

H. B. No. 65 exempts fuel used by air- 


planes from gasoline tax. 


H. B. No. 66 requires a permit to have 


agricultural fuel exempt from taxation. 


H. B. No. 111 taxes gasoline brought 
into the state in amounts over 20 gallons 


in oversize tanks. 


Gross Production Tax.—H. B. No. 87 
increases the gross production tax rate as 


to minerals and oils. 


Insurance.—H. B. No. 88 increases the 
insurance premium tax from 2% to 3% 
and applies it to fraternal and legal reserve 


companies. 


Intangibles—H. B. No. 50 taxes choses 
in action and exempts them from other 


taxation. 


H. B. No. 110 taxes choses in action. 


Property Taxes.—S. B. No. 11 provides 
for the waiving of delinquent tax penalties 


for 1933 and prior years. 


S. B. No. 18 relates to adjustment of 


ad valorem tax penalties. 


Passed Senate. 


Passed Senate. 














penalties on ad valorem taxes on both 
real and personal property. Passed House. 
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H. B. No. 15 provides for waiving of 


H. B. No. 121 authorizes redemption of 


lands taken over by county commission 
for unpaid taxes. 


Property Taxes—Exemptions.—H. J. R. 


No. 15 proposes a constitutional amend- 
ment to exempt properties up to $400 used 
by eleemosynary institutions, municipalities, 
and heads of families for a livelihood. 


Property Taxes—Personalty.—H. B. No. 


85, assesses judgment at face value. 


Tobacco.—% H. B. No. 45 imposes a 4¢ 


stamp tax per package of cigarettes or 
$2 per 1,000. 


H. B. No. 85 taxes cigarettes 3¢. 


OREGON 
Income Tax.—H. B. No. 89 abolishes the 


property tax offset allowed by the cor- 
porate excise tax on income. 


Inheritance Tax.—S. B. No. 26 amends 


Code Sec. 10-628 to provide for appraisal 
of inheritances at full value immediately 
upon decedent’s death, etc. 


S. B. No. 46 provides for reciprocity with 


other states as to inheritance taxes. 


Motor Vehicles.—H. B. No. 55 substitutes 


a gross returns for a ton mile tax on motor 
carriers and creates a motor vehicle trans- 
portation commission. 


Property Taxes.—S. B. No. 13 prohibits 


removal of timber until taxes are paid. 
Passed Senate. 


S. B. No. 28 provides for part payments 


of real and personal property taxes. 


S. B. No. 29 exempts from taxation 


mutual water companies selling to members 
without profit. 


Passed Senate. 
S. B. No. 34 provides additional methods 


for enforcing taxes on standing timber. 


H. B. No. 11 allows delinquent taxpayers 


to work off their indebtedness. 


H. B. No. 15 authorizes reduction of 


delinquent taxes where value of property 
is reduced by fire, flood, etc. 


H. B. No. 27 requires payment of taxes 


before cutting timber. 


Property Taxes—Vessels.—S. B. No. 55 
provides that Oregon vessels.of 50 tons 
be subject to assessment for the current 
year. 


PENNSYLVANIA 


Alcoholic Beverages.—H. B. Nos. 17, and 
18 and 305, respectively, exempt from tax 
and legalize home-made wine for home 
consumption. 

H. B. No. 31 repeals provisions of the 
1933 beverage license law relating to li- 
censes for malt liquor distributors and 
employees. 

H. B. No. 139 amends the Liquor Con- 
trol Act. 

H. B. No. 210 changes penalties for 
violating Liquor Control Act. 


Chain Stores—H. B. Nos. 29 and 209 
impose chain store taxes. 


Coal.—H. B. No. 117 licenses and regu- 
ae weighmasters for delivery of solid 
uel. 


(Continued on page 122) 
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ALABAMA 
Mar. 1——- ; ' a , 
Freight line companies: Every freight line com. 
pany required, on or before the first day of 


March each year, to file a license tax statement 
with the State Tax Commission. 


Freight line or equipment companies: Should any 





freight line or equipment company fail or refuse 


to make the property tax 
ments on or before this 
State ‘Tax Commission is obligated to obtain 
the facts from the best information available 
and to assess against such freight line or equip- 
ment company so failing or refusing to make 
the statements a penalty. 
Mar. 15 : 

Franchise tax: Annual franchise tax 
domestic and foreign corporations 
made and filed with the State 
between the ist day 
day of March. 

Franchise tax: Any domestic or foreign corpora- 
tion failing to make the annual franchise tax 
report, or to furnish information demanded, on 
or before the 15th day of March of each year, 
is subject to a penalty of $10 a day for each 
day’s failure, unless the time for filing the report 
has been extended by the State Tax Commission 

Income tax: All persons, firms or corporations 
paying their income tax on a calendar year basis 
are required to file their return and pay their 
tax on this date. 


statement or 
date each 


state- 
year, the 


reports of 
due 
lax Commission 


of January and the 15th 


ARIZONA 

Mar.— 

First Monday: Second half of real estate and 

secured personal property taxes due. 

Mar. 5—— 

Liquor report due. 
Mar. 12—— 

Assessment date for railroad property taxes. 
Mar. 15 





Gasoline distributor’s and consignee’s reports and 
taxes due. 

Motor vehicle carrier report and tax due. 
Gross income tax report and payment due. 
Luxuries excise tax report due. 

Mar. 20- 
Motor vehicle carrier report and tax delinquent. 
Gross income tax delinquent. 


Mar. 25—— . 
Motor fuel carrier’s report and any tax due. 
ARKANSAS 
Mar. 1-— 


Corporations (domestic) organizing subsequent to 
March 1, and not later than July 1, required to 
file franchise tax report within 10 days after 
its organization. 

Annual corporation franchise tax report to be filed 
on or before March 1 

Domestic corporations to do 


no business within 
the state, organizing 


between March Ist and 
July 1st, must file an annual franchise tax re 
port within ten days after organization. 

All foreign and domestic corporations qualifying 
or organizing between March Ist and July Ist 
required to make and file the franchise tax 
report at the same time they qualify or organize. 

Public utility corporations, etc. are required to 
make a report showing the amount, kind and 
value of property, on or before March Ist of 
each year. 

First Monday in March 

Hearings on the valuation of the property of any 
public utility company for taxation may be had 
at any time before the Corporation Commission 
after the meeting of such Commission on the 
first Monday in March. 

Mar. 15 

All utilities are required to file a report with the 
Fact Finding Tribunal, showing gross earnings, 
and pay the tax on same to the State Treasurer 

on or before this date. 








to be | 





| Mar. 31 





If a corporation organized under the of 
Arkansas or any foreign country authorized to 
do business in Arkansas for profit, and which is 
required to file the franchise tax record, fails 
or neglects to make such report for 30 days 
after expiration of time limited by franchise tax 
act, if default is willful, charter may be forfeited 
or annulled. 


laws 


CALIFORNIA 
Mar. 1 
Gasoline tax due. Distributors required to make 
physical inventory. 
Motor vehicle registration fee reduced to 10/12 
of annual rate. 
Monthly per gallon tax of manufacturers and im- 
porters of malt and various beverages due. 
First Monday in March 
Assessment date for property taxes. 
Day on which lien of franchise tax attaches. 
Lien of petroleum and natural gas severance taxes 
attaches. 
Lien of property taxes attaches. 
Mar. 10 
Alcoholic beverage monthly statement of sales by 
manufacturers and importers due. 
Cattle transporters’ monthly report due. 
Fish canneries monthly report due. 
Kelp monthly report due. 
Kelp privilege tax due. 











Petroleum -and natural gas companies’ monthly 
reports due. 
Ten Days After First Monday in March 





Petroleum and natural gas companies’ 
ports due. 
Mar. 15 — 
Gasoline distributor’s return due. 
Last day for filing franchise tax return by 


annual re- 





cor- 
porations using the calendar year for their 
fiscal year (if time for filing has not been 
extended). 


Last day, without penalty for payment of the first 
installment of the franchise tax by corporations 
using the calendar year for their fiscal year 
(if the time for payment has not been extended). 

Last day for railroad and express corporations to 
file with superintendent of banks report of re- 
ceipts and transmissions of money to foreign 
countries. 

Mine owner’s annual report due. 

Mar. 31—— 
Slaughter house monthly report due. 


COLORADO 
Mar. 


Employment agencies must file a report with the 

deputy state labor commissioner monthly. 
March 1 to April 1 

Express, fast freight, palace car and sleeping car 
companies are required to file a property tax 
statement. 

Railroad companies’ property statement to the tax 
commission due between this date and Apr. 1 
next following. 

Stock, furniture, refrigerator, fruit, poultry and 
tank car companies must make a property tax 
statement. 

Stock, furniture, refrigerator, fruit, poultry and 
tank car companies required to file a car mileage 
report. 

Telegraph and telephone companies property tax 
statement due. 

Mar. 1 

Insurance agents and brokers must renew their 
licenses on or before this date. 

Penalty added if the first half of property taxes 
is not paid before this date. 

Mar. 10 

Class A private carriers must file a report and 


vee tax for preceding month, on or before this 
date. 
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Extracts from tax calendars in The Corporation Trust Company's Corporation Tax Service, 
published by Commerce Clearing House, Inc. 
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Motor vehicle carriers required to file a report 
and pay tax for preceding month, on or before 
this date. 

Liquor excise taxes for preceding month are due. 

Mar. 15 

Annual corporation license fee (franchise tax) re. 
port is due on or before this date. 

Coal mine owners report due on this date. 

Mar. 16 

The annual corporation license fee (franchise tax 
report is due on or before this date in 
Mar. 15 falls on Sunday. 

Mar. 20 

Class A private carriers notified of tax due, on or 
before this date. 

Motor vehicle carriers notified of tax due 
before this date. 

Mar. 25 

Coal mine owners royalty 
this date. 

Gasoline distributors’ statements to state 
spector due on or before this date. 

Gasoline tax due on or before this date. 

Report of motor fuel deliveries made during the 
preceding month required of all common carriers 
on or before this date. 

Mar. 31 

In ascertaining the amount of moneys of any tax- 
payer, or the amount of moneys invested in 
merchandise or manufactures, the average 
amount of such moneys or such investment for 
the preceding 12 months ending on this date 








Case 








tax due on or before 


oil in 





is taken. 
CONNECTICUT 
Mar. 1-—— 
Nursery dealers’ registration due. 


Gasoline tax due from .distributors. 
Motor bus corporation reports to Public 
Commission due. 
Poll tax due in town of Greenwich. 
First Monday in March—— 
Warrants for collection of shell-fish grounds 
franchise taxes issue. 


Utilities 


and 











Mar. 10 

Theatre reports due. 
Mar. 15 

Gasoline distributors’ reports due. 
Mar. 30 


Annual report: Last day for filing 
State’s certified copy of February 
town clerk. 

Mar. 31 
Reports to Public Utilities Commission due. 
Electric gas, power and water corporation, 

bus companies and railroad and street 
corporation returns to 


Secretary of 
report with 





motor 
railway 
Tax Commissioner due. 


DELAWARE 
Mar. 1 
Last day upon which the Sussex County 
of Assessment will sit to hear appeals. 
The New Castle County Board of Assessment will 
sit to hear appeals until April 30. 
Certificates of authority of insurance salesmen and 
brokers expire. 
Monthly alcoholic beverage report due. 
Mar. 15 ; 
Last day for completion of annual assessment 1 
Wilmington. 
Last day to file alcoholic beverage report. 
Gasoline filling station report due. 
Last day to file income tax information. 
Second Tuesday in March . 
Last day for completion of assessments in Kent 
County. 
Mar. 31 
Gasoline tax report and tax due. 





Board 











DISTRICT OF COLUMBIA 
Mar. 1—— 


Second half of general property taxes due during 
this month. 
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February, 1935 


Second half of gross earnings tax of gas, electric 
lighting, and telephone companies due during 
this month. 

Second half of gross receipts tax of street railroad 
companies due during this month. 

ar. 10 

Alcoholic beverage reports due. 

ar. 31 

Last day to pay second half of general property 
taxes. 

Last day to pay second half of gross earnings tax 
of gas, electric lighting, and telephone com- 
panies. 

Last day to pay second half of gross receipts tax 
of street railroad companies. 

Monthly gasoline tax reports and tax due. 








FLORIDA 


Mar. 1 : ; 
Certificates of insurance companies revocable for 
delinquent gross premium taxes. 
Small loan corporation licenses renewable. 


First Monday—— 
Railroad and. telegraph property tax returns to 
Comptroller and county assessors due. 
Mar. 10 
Lime kiln reports and fees due. 

Gasoline inspection fees and reports due. 
Mar. 15 
Gasoline sales and storage reports and taxes due. 

Flectric or gas light, heat and power companies’ 
and telephone and telegraph companies’ reports 
and gross receipts taxes due. 

Mar. 31 

Fresh water fish dealers’ reports due. 

Auto transportation company mileage tax returns 
due. 














GEORGIA 
Mar. 1 
General property tax returns of railroads, express 
companies and public utilities due. 
Special property tax return by corporations (public 
utilities) holding special franchises due. 
Mar. 5——— 
Reports of dealers and distributors of oysters and 
shrimp due. 





Mar. 15-——— = 
Corporation income tax returns on calendar year 
basis due. 


Corporation income tax on calendar year basis due. 

All, or first installment, of income tax on calendar 
year basis due. 

City of Atlanta, under its charter, requires returns 
on real and personal property to be filed by all 
taxpayers with the Chief Clerk for Tax Office 
on or before March 15, annually. 








Mar. 20 

Gasoline reports and taxes due. 
Mar. 30 

Motor carriers’ monthly report due. 
Mar. 31— 





Carbonic acid gas report and tax due. 
Last day to pay annual franchise (license) 


t tax 
without penalty. 


IDAHO 
Mar. 1——- 


Express companies required to file gross receipts 
statement with State Treasurer on or before this 
date annually. 

Mar. 10 

Monthly report of dealers in dairy products sub- 
stitutes due. 

Beer excise tax and report due. 

Mar. 15 

Annual income tax returns must be filed with the 
lax Commissioner on or before this date when 
the returns are made on the basis of the calendar 
year; when such returns are made on the basis 
of the fiscal year they shall be filed on or before 
the 15th day of the 3rd month following the 

__ close of the fiscal year. 

rhe total amount (or first half, at taxpayer’s elec- 
tion) of income tax imposed to be paid on or 
before this date following the close of the pre- 

ceding calendar year when the tax return (also 
due on March 15) is made on basis of fiscal 
year, tax is paid on or before the 15th day of 
3rd month following close of fiscal year. 

Income taxpayer may elect to pay income tax in 
two equal instalments, in which case the first 
instalment is due on this date (in case of return 
made on calendar vear basis) or on 15th day of 
3rd month following close of fiscal year (when 
return is based on fiscal year) and 2nd instal- 
ment is paid on or before the 15th day of 6th 
month thereafter. 

\nnual income tax information returns of pay- 
ments of $1,000 or more of interest, rent, sal- 
aries, wages, premiums, annuities, compensa- 
tions, remunerations, emoluments or other fixed 
or determinable gains must be made to Tax 
Commissioner on or before this date. 

Reports and license tax 

_companies due. 

Gasoline dealers’ reports and tax due. 













Mar. 31 


Mar. 1 


Mar. 5 


Mar. 10 


Mar. 15 





Mar. 20 : 
Last day for distributor of motor vehicle fuel to | 





of electric generating 
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Electric light and power companies’ reports and 
kilowatt tax due. 





At the time of filing a certified copy of articles 
of incorporation of any corporation when filed 
on or between the first day of January and 
the 31st day of March, a sum equal to one-half 
of the annual license tax is due. 

Motor vehicle registration must be renewed an- 
nually not later than this date. 

Last day for express companies to file gross re- 
ceipts statement with and pay tax to State 
Treasurer without payment of penalty. 


ILLINOIS 





Cook County: Second installment of real estate 


— for the year 1934 delinquent on March 1, 
1936. 





Cold storage warehouse monthly report of food 
held is due. 





Fur dealers required to report business transacted 
in February. 





Petroleum 
due. ? 
Retailers’ occupation (sales) tax reports and taxes 


products inspection fees for January 


ue. 

Alcoholic beverage tax return of manufacturers 
and importing distributors due between Ist and 
15th of each month. 





make monthly return and to pay tax. 
Last day for non-distributors to file monthly motor 
vehicle fuel report and pay tax. 
Last day for registered Craters to make return 
of sales of motor fuel. 
Mar. 25 
Fur buyers’ licenses expire on this date. 
Mar. 30 
Last day for carriers to file monthly report of 
motor fuel deliveries. 
Mar. 31 
Fur dealers’ 
March due. 











reports of business transacted in 


Last day on which annual franchise tax report, | 


returned for corrections, may be returned, to 
avoid payment of penalties. 


INDIANA 
Mar. 1 

Assessment and lien date for property taxes. 

Property tax returns and affidavit of compliance 
with Intangibles Tax Act due between this date 
and May 15. 

Returns of stock ownership by foreign corpora- 
tions due. 

Railroad, telegraph, telephone, express, sleeping 
car, pipe line, heat, light, water, power, elevator, 
warehouse and foreign bridge and ferry company 
returns due during March. 

Employment agency reports due. 











Semi-monthly payment of excise taxes on malt 
products and alcoholic beverages due. 
Mar. 2 
Foreign finance company licenses revocable unless 
renewed, 
Mar. 10——- 
Petroleum oils inspection fees due. 
Mar. 15 


Bank and trust company reports due. 
Imitation condensed milk tax due. 
Common carriers’ gasoline reports due. 
Semi-monthly payment of excise taxes on malt 
products and alcoholic beverages due. 
Mar. 20 
Application to State Board of Tax Commissioners 
for reassessment on under-assessed realty due. 
Mar. 20—— 
Bank and trust company taxes and building and 
loan association reports and taxes due. 
Mar. 25 
Gasoline dealers’ reports and taxes due. 
Mar. 31 


Steam railroad company reports to Public Service 
Commission due. 











IOWA 





Mar. 1 
Telegraph and telephone companies are required 
to file maps, statements or certificates with 
county auditors of lines extended, constructed, 
relocated or taken down. Report is filed on or 
before this date annually. 

General property taxes (first half) are payable at 
office of county treasurer annually between Jan- 
uary 1 and March 1. 

Egg and poultry dealers: License expires annually 
on this date. 

Income tax returns should be filed with State 
Board of Assessment and Review on or before 
April 1. Also, all income taxes amounting to 
$10 or less and one-half of all income taxes 
over $10 must be paid to the State Board of 
Assessment and Review on or before April 1. 


| 
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Mar. 31 


Last day to pay first half of general property 
taxes to county treasurer without penalty. 


KANSAS 








Mar. 1 
Transient merchants entering State for business 
after this date required to list property for 
taxation. 
Assessment date for property taxes. 
Returns of information at the source for income 
tax due. 

Mar. 10 
Cigarette retailers’ reports due. 
Oil inspection reports due. 

Mar. 20 
Property tax returns of motor carriers, railroad, 

telegraph, telephone, pipe-line and electric power 
companies due. 

Mar. 25 
Gasoline reports and taxes due. 














Motor carrier reports and fees due and lien at- 
taches. 
Mar. 31 
Domestic and foreign corporation franchise tax 


reports and domestic corporation taxes due. 
Additional statement of telegraph, telephone, pipe- 
line and electric power companies due. 


KENTUCKY 
Mar. 1 

State, county and district taxes except as specially 
provided due on and after this date. 

State, county and district taxes are delinquent and 
penalty attaches after the last day of February 
succeeding the due date. 

Bank stock reports which are filed with the State 
auditor, due. 

City taxes in first class cities 
if paid during March. 

Bridge or ferry company obtaining certificate after 
Mar. 1 must pay full fee. 

Intrastate toll bridges and ferries reports due. 

Mar. 5 

Employment agency reports due. 

Mar. 10 

Refinery monthly report due. 

Monthly excise tax report of blenders and recti- 
fiers of distilled spirits and excise tax due. 

Monthly alcoholic beverage report by hotels, res- 
taurants, and clubs due. 

Breweries and manufacturers of beer and wine re- 
quired to file monthly report and pay barrel tax 
on this date. 

Mar. 15 

Motor carrier operators reports due. 

Motor carrier mileage tax due. 

Monthly sales tax report showing total gross re- 
ceipts made during February and tax due. 
Second Monday in March 

State Tax Commission convenes at the State Capi- 
tal as the State Board of Equalization and 
Assessment for the purpose of equalizing the 
assessments of property among the counties. 

Mar. 20—— 

Crude petroleum transporters’ monthly report due. 

Oil production tax due. 

Mar. 31 

Egg dealers licenses expire. 





reduced by 1% 




















Gasoline reports (except refinery reports) and 

taxes due. 
LOUISIANA 
Mar. 1 : 

Railroad car property tax reports due; delinquent 
April 1. ; ; 

Public utility property tax returns due; delinquent 
April 1. 


Mercantile, manufacturing and industrial property 
tax reports due. 

Business license taxes become delinquent. 

Baton Rouge license taxes delinquent. 

Monroe license taxes delinquent. 

Licenses to make loans on salaries delinquent. 

Chain store tax due. 

Mar. 2 
Monthly oyster severance tax due. 

Mar. 

Monthly wholesale fish dealer’s report due. 

Mar. 10 
Oyster severance tax report due. 

Shrimp severance tax report and tax due. 
Returns from shrimp freighters and ice boats due. 
Reports of imported gasoline due. 

Parish gasoline tax reports and tax due. 
Reports and tax on imported kerosene due. 
Reports of imported alcoholic beverages due. 

Mar. 15 
Carrier’s report of gasoline transported due. 
Carrier’s report of alcoholic beverages transported 

ue. 

Mar. 20 
Gasoline tax report and taxes due. 
Kerosene tax report and taxes due. 
Alcoholic beverage tax reports of 

taxes due. 

Mar. 30 
Oyster severance tax due. 

Severance tax on brine reports and taxes due. 














imports and 
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Mar. 31 : : 
Auctioneers’ reports in city of New Orleans due. 


MAINE 
Mar. 1 


Small loan agency monthly repofts due. 
Security dealers’ renewal applications due. 
Gasoline tax due. 
Old motor vehicle 
placed. 
License fee of foreign corporations due on or be 
fore this date. 
Mar. 10—— 
Inspection fees for packing of food due. 
Mar. 15 
Gasoline tax sales report due. 





registration tags to be re- 





MARYLAND 
Mar. 1—— 

Licenses to catch 

become effective. 
Mar. 5—— 

Last day to file monthly account of leaf tobacco 
sales on or through Baltimore market. 

Last day to file cold storage warehouse monthly 
report. 

Mar. 10 

Last day to file monthly statement or declaration 
of insurance brokers, agents or solicitors. 

Mar. 15 

Every corporation subject to assessment on its 
property or any part thereof by the Tax Com- 
mission, and any corporation the shares of 
whose stock is subject to assessment by the 
‘ax Commission, and any corporation, firm or 
individual against whom any tax is to be cal- 
culated by the Tax Commission must file an 
annual report, including a list of its stockhold- 
ers, not later than this date. Every foreign 
corporation of any kind doing business in this 
State or owning any property therein required, 
annually on or before this date, to file a list of 
resident stockholders. 

Licenses to scoop or dredge oysters expire. 

Mar. 31 

Last day to file dealer’s report and pay tax on 
gasoline sold or used during next preceding cal- 
endar month. 

Common carriers’ annual reports to Public Service 
Commission due, although time may be extended 
for 60 days. Although common carrier report 
provisions are made applicable to other public 
utility reports to Public Service Commission, 
filing date is left to discretion of Commission in 
the case of gas and electrical corporations 
and telephone and telegraph corporations. 


shad and herring in Potomac 











MASSACHUSETTS 
Mar. 1—— 


Personal income tax returns due. 

Return of property held for charitable purposes 
due on date prescribed by assessors, not later 
than March 1, unless time extended to April 1. 

‘Telephone and telegraph company returns due on 
date prescribed by Commissioner not later than 
March 1, 

Information returns other than regarding public 
employees due. 

Milk and cream dealers’ license fees due. 

Telephone and telegraph company returns due. 

Telephone and telegraph company returns due on 
date prescribed by Commissioner, not later than 
June 1. 

Mar. 15 

Cold storage warehouse reports due. 

Motor fuel distributor’s return and tax due. 

Mar. 31 

Railroad’s report of accidents due. 

Report of street railway company leases and con- 
tracts due. 

Telegraph and telephone company reports of re- 











ceipts, expenditures, dividends, capitalization 
and indebtedness due. 
MICHIGAN 
Mar. 1 : ‘ 
Property taxes delinquent and interest added 


monthly thereafter. 
Severance tax and reports due. 
Mar. 2 } 
Motor vehicles: Last day for renewal under ex- 
tension of time granted by Secretary of State. 




















Mar. 5— ; 
Gasoline: Common carrier’s statement due. 
Mar. 10 
Fur dealers: Last day to make monthly report. 
Common and contract carriers’ monthly report 
due. 
Mar. 15 
Monthly sales tax return and tax due. 
Mar. 20- ; — 
Gasoline: Wholesale distributor’s statement and 
tax due. f 
Severance tax and reports delinquent. 
Mar. 31 


Ice cream manufacturers: 


i \ 3: License expires. 
Chain store licenses expire. 
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MINNESOTA 
Mar. 1 
Personal property taxes become delinquent. 
Iron severance occupation tax report due. 
Gross earnings taxes of public utilities due (rail- 
road’s semi-annual payment). 
Insurance agents’ licenses expire. 
Egg dealers’ licenses expire on this date. 
Reports of game and fur farms due. 
Daily products dealers’ and manufacturers’ reports 
due. 
Mar. 5 
Cold 
Mar. 10 
Live stock commission merchants’ 
Mar. 15 
Gasoline tax and fees due. 
Oil inspection fees due. 
Income tax returns and payments 
installment) for calendar year due. 
Information returns for 1934 are due. 
Interstate carriers truck mile tax and report due. 
Mar. 31 
Beverage dealers’ licenses expire on this date. 
Common carrier financial report due. 


MISSISSIPPI 








storage warehouse reports due. 





statements due. 





(all or first 








Mar. 1 
Oyster packers and canners file sworn statement on 
this date of the number of barrels of oysters pur- 
chased and caught during the preceding month. 
Oyster, sea food, etc., monthly inspection tax is 
due on this date. 

Admission (amusement) tax and report is due be- 
tween the Ist and 10th of each month. 

On or before this date the collector shall mail to 
each privilege taxpayer holding an annual license 
and whose license will expire in April, a notice 
thereof, and a renewal blank. 

A license issued to an insurance agent continues 
for the next ensuing 12 months after this date 
of each year. 

After this date the Commissioner may receive from 
insurance agents so much of the license tax 
payable by them as may be due pro rata for full 
months of the remainder of the year. 

Mar. 5 

Wholesale oyster and sea food dealers file monthly 
report on this date. 

Mar. 10 

Every dealer in motor vehicles shall file a monthly 
report with the tax collector on this date. 

Admission (amusement) tax and report is due be- 
tween the 1st and 10th of each month. 

Motor vehicle monthly mileage tax reports 
due on or before this date. 

Mar. 15 

Income tax return is due on or before this date, 
if the return is made on the basis of a calendar 
year. 

First quarterly installment of the income tax is due 
on this date where the return is made on the 
basis of a calendar year. 

Annual information returns due on this date. 

Retail dealers in gasoline file monthly report on 
this date. 

a gross sales tax and report due on this 
date. 

Distributors and wholesale dealers of gasoline file 
monthly report and pay monthly tax on this date. 

Common carriers must file monthly report, on this 
date, of gasoline and oil delivered by them. 


MISSOURI 
Mar. 1 


Annual franchise tax return due. 

Income information return due on this date. 

Annual report to department of labor and indus- 
trial inspection due on or before this date. 

First Monday 

Jackson County Board of Equalization meets. 

County Boards of Equalization in counties 
over 70,000 meet. 

Mar. 15 

Annual income return of calendar year corpora- 
tions and individuals due. 

Verified copy of Federal income tax return due on 
this date in the case of calendar year corpora- 
tions and individuals. 

Mar. 15-Apr. 15 

Each year after March 15 and on or before April 
15, except where under extension of time re- 
turns are not filed until after April 5 (and in 
such case within 10 days after filing the return), 
income taxes based on calendar year returns are 
assessed. 

Gasoline: 
due. 

Third Monday 








are 











of 








Statement of distributors and dealers 








St. Louis Board of Equalization meets to hear 
appeals. 
Kansas City Board of Equalization holds first 
meeting. 
Mar. 25 
Gasoline: Tax due. 


Distributors and dealer’s 
ceived due. 
Transporter’s statement due. 
Fourth Monday. 
First class city boards of equalization meet. 


report of gasoline re- 
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County Boards of Equalization meet to hear com. 
plaints as to increased assessments in counties, 
of 70,000 to 100,000 population. 

Jackson County Board of Equalization meets to| 
hear complaints as to increased assessments, 
Mar. 31 

Soft drink report due. 

Manufacturers, wholesalers and dealers tax due. 


(4 





MONTANA 
Mar. 1 

Corporation license (income) tax returns based on 
calendar year must be filed on or before this 
date each year. f 

Property taxes, penalties for delinquencies accrue 
at 2% from this date. 

‘Taxidermists’ reports are due. 

Report of financial condition and indebtedness of 
domestic corporations must be filed with county 
clerk and recorder of the county in which prin. 
cipal place of business is situated and with 
Secretary of State on or before this date eact 
year. 

Annual report of foreign corporations of capital 
stock represented in State of Montana must be 
filed not later than this date in office of Sec. 
retary of State. 

Sleeping car companies file annual statement with 
State Board of Equalization on or before this 
date. 

Sleeping car companies, date of assessment. 

First Monday in March 

Personal property is assessed as of this date an. 
nually. Real estate is assessed as of this date 
biennially in the odd numbered years. 

Telephone, telegraph, electric power, transmission 
line, canal, ditch and flume companies must file 
annual property tax return with State Board of 
Equalization on or before this date. 

Mines and mining claims, statement due. 

Every tax on real property is a lien against prop- 
erty assessed. ‘These liens attach as of this date 
each year. 

Every tax due upon personal property is a prio: 
lien upon such personal property assessed and 
is also a lien upon real property of owner oe 








Such liens attach from and after 12 M. of Ist 
Monday in March 
Any owner of a mortgage on real estate upon 


which personal property taxes are made a lien 
and where property owner has failed to pay 
taxes, may file with county assessor written re- 
quest at least 10 days prior to this date to have 
real and personal property of owner separately 
assessed. 

Property tax assessed shall be a lien upon royalty 
interest on-and after this date. 

Mar. 10 

Creameries, butter, cheese, or 
reports are due. 

Milk or cream buying stations’ 


Mar. 15 

Railroads and common carriers required to file 

monthly report of gasoline delivered in state on 

or before this date with State Treasurer and 
State Board of Equalization. 

Dealers’ monthly gasoline tax and report due to 

State Board of Equalization on or before this 


date. 
Alcoholic beverages, brewers 
monthly report excise tax due. 
Heat, gas, street-railway, light, power, water, sew- 
erage, telegraph, and telephone companies file 
annual report of accounts with Public Service 
Commission on or’ before this date. 
Mar. 20- 
Oil producers’ 
tax due. 
Mar. 31 
Mines and mining claims, 
due. 
Public warehousemen’s reports are due. 
Licenses of insurance agents expire annually on or 
before this date. 





ice cream factories’ 


reports due. 





and_ wholesalers’ 





additional license tax report and 





royalty interest report 


NEBRASKA 
Mar. 1 
Railroad depots and such property 
local taxes as of this date. 
Reports of insurance companies, agents and brok- 
ers due. 
First installment of real property taxes becomes de- 
linquent on this date. 
First installment of real property taxes becomes 
delinquent in the City of Omaha on this date. | 
All unpaid real estate taxes for the City o 
Lincoln become delinquent on this date and 
draw interest at the rate of 7%. If_one-half 
of such taxes is paid on or before March 1 
after the year levied and the remaining one-half 
on or before September 1, following, no interest 
shall be charged. 
Last day to pay first installment of personal and 
real estate taxes in the City of London. 
Personal property may be sold for taxes. 


Mar. 5 e , 
Reports of public grain warehouses due. 
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Mar. 10—— A 

Employment agencies’ reports due. 

Railroad monthly reports of passes due. 

A statement of all alcoholic beverages purchased 
during the preceding month must be filed on or 
before this date. 

Brewers, wholesalers and distributors must report 
all beverages sold during the preceding month, 





on or before this date. 
Mar. 15 [oe 
Reports and taxes of retail imitation butter dealers 
due. 


Gasoline dealers’ reports and taxes due. 

The tax per barrel on alcoholic beverages must 
be paid on or before this date. 

Gasoline carriers’ reports due. 

Mar. 31 ’ 

Railroads file a return of their property as of this 
date. 

Common carriers’ (railroads, interurban or street 
railways, express car, sleeping car, freight lines, 
telegraph and telephone companies) annual re- 
ports to the Railway Commission due. 





NEVADA 
Mar. 1 


Petroleum products report and taxes due. 
Latest date for publication of annual statement of 
business of foreign corporations. 

First Monday: 
Second installment of property tax due. 
Public utilities report due. 

Mar. 15 s 
Gasoline tax report and taxes due. 

Utilities: Last day for filing annual report with 
Public Service Commission. 

Mar. 31 

Interstate and intercounty public utilities proper- 
ty tax return due. 

Foreign corporations: Last day for annual news- 
paper publication of preceding year’s business. 














NEW HAMPSHIRE 
Mar. 1 
Annual list of names and places of residence of 
stockholders of railroads and every other divi- 
dend paying corporation due to be filed with 
town clerk. 
Annual milk testing reports are due. 
Annual commercial fertilizer analysis fee due. 
— statement of foreign insurance companies 
due. 
Gasoline distributor’s monthly tax due. 
Mar. 10—— 
Monthly report of agents of unlicensed foreign fire 
insurance companies due. 
Monthly report of manufacturers and wholesalers 
of beverages due. 
Monthly report of foreign manufacturers 
wholesalers of beverages due. 
Monthly beverage renort and fee of on-sale and 
off-sale permittees due. 
Mar. 15 
Monthly report of gasoline distributors due. 
Mar. 20—— 
Blank inventories for listing taxable property are 
distributed to taxpayers. 
Mar. 31 
Owner of forest land may apply in writing to the 
Assessors, or to the Tax Commission for land 
in unorganized places, to have said land listed 
as classified forest land. 





and 











NEW JERSEY 
Mar. 1 


On or before this date distributors pay gasoline 
tax. 

State Tax Commissioner meets to ascertain (first 
Tuesday) true value of all property used for rail- 
road or canal purposes. 

Railroad and canal companies file statements of 
taxable property. 

Persons engaged in game farming must renew 
license. 

Mar. 5 

Cold storage warehouses file report. 

Mar. 10 

Operators of interstate busses file monthly state- 
ment on or before this date. 

Operators of motor busses, within the limits of a 








“municipality,” required to file a statement and 
pay the gross receipts tax on or before this 
ate. 

Mar. 15 





Reports of manufacturers, distributors, transport- 
ers, storers, warehousemen and importers of al- 
coholic beverages due. 

Mar. 31 

Distributors of motor vehicle fuel required to file 
monthly reports on or before this (last business 
day of month) date. 

Transporters of gasoline must, within 60 days after 
the close of each month, furnish a statement 
to the State Tax Commissioner, of all deliveries 
to points in New Jersey. 


NEW MEXICO 





i 


Mar. 1 
Annual report of railroad corporations due. 
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Taxpayer must notify the tax assessor and report 
properiy subject to taxation if not visited by him 
before this date. 

First Monday in March 

The State Tax Commission meets and assesses 
the property of pipe line, railroad, telegraph, 
telephone and gas transmission companies, bank 
shares and mineral property. 











Mar. 15 
Gross income (occupational) taxes and reports 
due. 
Mar. 20-———- 
Pipe line license fees due. 
Motor carrier reports and taxes due. 
Mar. 25 
Gasoline distributors’, retail dealers’ taxes and 


reports due, taxes and reports on gasoline pur- 
chased from unlicensed distributors and dealers 
due, carriers’ reports due. 





NEW YORK . 
Mar. 1 ” 


Last day for real estate, holding and co-operative 
agricultural corporations to file franchise tax 
report. 

Last date, following date of organization, for 
newly organized companies to file reports with 
tax commission. 

Last day for president, treasurer or secretary of 
transportation or transmission company to esti- 
mate and appraise capital stock of company and 
forward same to tax commission. 

Last day for transportation and transmission com- 
panies to file reports with the tax commission. 

Mar. 5 

Cold storage warehouse monthly reports due. 

Mar. 31 

Special franchise tax reports due from persons, 
associations or corporations subject to the special 
franchise tax law. 








NORTH CAROLINA 
Mar. 1 


License tax on 
due. 
Mar. 2 
Penalty of 2 per cent accrues on property taxes. 
Mar. 10 
Monthly reports of packing houses due. 
Reports of office and home equipment dealers due. 
Ice cream manufacturers’ reports due. 
Alcoholic beverage excise tax is due on or before 
the 10th day of each month. 
Mar. 15 
Oyster dealers’ licenses expire. 
Income tax returns and first installment not on 
fiscal year basis due. , 
Gross sales return and tax due on or before this 
date where sales are reported on a monthly 
basis. 
Mar. 20 
Gasoline tax and report due. 





building and loan associations 

















NORTH DAKOTA 
Mar. 1 


Personal property taxes and first half of real 
estate taxes delinquent. 
Oil inspection reports and fees due. 
First half of mutual and co-operative telephone 
company taxes delinquent. 
Tractor fuel oil report and fee due. 
Mar. 10—— 
Oil inspection fees delinquent. 
Grain warehouse reports delinquent. 
Tractor fuel oil fees delinquent. 
Mar. 15 
Income tax on calendar year basis returns and 
information returns due. 
All, or first installment, of income tax on calendar 
year basis due. 
Owners of tax sale certificates may pay taxes 
between March 1 and this date. 
Gasoline reports and taxes due. 
— line and car equipment company reports 
ue. 
— motor carriers mileage report and taxes 
ue. : 
Mar. 20—— 
Surety liable on oil dealers’ bonds. 
Mar. 30 
Egg dealers’ licenses expire. 
Mar. 31 
Cream station and dairy monthly reports due. 
Grain warehouse reports due. 











OHIO 
Mar. 1 

Last day for motor transportation corporations to 
file report. 

Last day, without penalty for all utilities except 
equipment, freight line, sleeping car and motor 
transportation corporations to file general prop- 
erty tax report. Tax Commission may extend 
time ‘90 days. 

Mar. 2 ; j ; 

Transportation companies including pipe lines_re- 
port all deliveries of motor vehicle fuel in Ohio 
during preceding calendar month. 
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Mar. 5 

Last day for employment agencies to file monthly. 
report. 

First Monday in March 

Financial institutions are required to make returns 
between this date and the second Monday in 
March. 

Dealers in intangibles are required to make re- 
turns between this date and the second Mon- 
day in March. 

Mar. 10—— 

Sales slips for exempt motor vehicle fuel return- 
able to Tax Commission. 

Alcoholic beverage tax reports due. 

Private motor carriers’ monthly 
emergency tax due. 

Admissions tax reports and payments due. 

Mar. 15 

Last day for railroads, steamship and express com- 
panies engaged in transmitting money to foreign 
countries to file annual report with superintend- 
ent of banks. 

Monthly report of unregistered dealers in motor 
vehicle fuels due. 

Mar. 16 

Tax commission certifies to secretary of state for 
cancellation of articles, list of public utilities 
which without lawful extension of time have 
failed for 90 days to pay tax on preceding 
Dec. 15. 
Upon request of tax commission attorney general 
shall start quo warranto and injunction pro- 
ceedings. Where time extended certification 
made 90 days following extended time. 

Mar. 20 

Last day without penalty for dealer to report sales 
or taxable use of motor vehicle fuel during pre- 
ceding calendar month. 

Alcoholic beverage taxes payable monthly are due. 

Mar. 30 

Transportation companies, including pipe lines, 
report all deliveries of motor vehicle fuel in Ohio 
during preceding calendar month. 

Mar. 31 

Last day, without penalty, for filing franchise tax 
returns. 

Last day for filing property tax returns and, in 
the case of taxpayers making returns to the 
county auditors, of paying first half of personal 
property taxes. 

Last day to file monthly fishing report. 

Gasoline tax for preceding calendar month due. 


OKLAHOMA 
Mar. 1 


Annual labor report due. 
Property tax list shall be filed with assessor. 
Oil and gas property statements due on the Ist 
day of March or within 30 days thereafter. 
Property statements of express companies due. 
Third quarterly installment of property tax delin- 
quent. 

ae = production tax and report on oil and gas 
ue. 

Excise tax on petroleum report and tax due. 

Mar. 5 
Reports from mines (other than coal) due. 

Mar. 10 
Report of manufacturers of non-intoxicating alco- 

holic beverages due. 
Report and tax of wholesalers of non-intoxicating 
alcoholic beverages due. 
Mar. 15 
Income tax returns due on basis of calendar year. 
All or first installment of income tax due. 
Returns of “information at the source” for the 
calendar year 1934 for income tax purposes due 
on or before March 15, 1935. 

Gasoline taxes and reports due. 

Gas pipe line reports of daily meter readings due. 

— report and tax of motor vehicle carriers 
ue. 

Mar. 20—— 

Monthly sales tax and report due. 
Reports from coal mines due. 

Mar. 31 
Fur dealers’ reports due. 

Last day to file oil and gas property statements. 
Motor vehicle registrations become delinquent. 


OREGON 
Mar. 1 


Apiaries must be registered on or before this date 
each year with the county clerk. 
Interinsurance attorneys pay annual license fee on 
this date to the insurance commissioner. 
Interinsurance attorneys report on this date each 
year to the insurance commissioner. 
Property taxes assessed as of this date. 
Real property taxes become a lien thereon from 
and including this date. 
Mar. 10 
Oil well license tax and report due on or before 
this date to county treasurer. 
Mar. 15 
Fish poundage fee and report and meat dealers’ 
report due on or before this date. 
Gasoline tax and report due to Secretary of State 
on or before this date. 
First quarterly installment of property taxes due. 








report and 
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Mar. 20—— 
Motor carriers’ 
Mar. 31— 
Insurance brokers’ 
of March, 


tax due on or before this date. 





licenses expire on the last day 
next after their issue. 


PENNSYLVANIA 
Mar. 1—— 


Alternative date for issue of precepts for county 











assessment in all counties except First, Second, 
Third and Fourth Class Counties. 
Third class city taxes due. 
Mar. 10 
Reports from liquor importers and brewers and | 
distributors due. 
Mar. 15 


Annual report for capital stock tax due. 

Last day for treasurers of corporations to report 
the payment of any interest on any scrip, bond, 
certificate or evidence of indebtedness issued or 
assumed. 

Last day for foreign 
bonus report. 

Report of net earnings 
income tax due. 

Report of stockholdings of corporations*subject to 
capital stock tax due. 

Liquor manufacturers’ report 

Mar. 31—— 


corporations to file annual 


or net income for net 


and tax due. 


Five per cent discount on taxes in first class cities | 


terminates. 


Gasoline distributors’ reports and taxes and car- 
riers’ reports due. 
RHODE ISLAND 
Mar. 1—— 
Corporate excess tax return due. 
Annual franchise tax return of domestic corpora 
tions due. 
Annual report of public utilities due. 
Mar. 10—— 
Gasoline distributor’s monthly tax due. 
Mar. 15——- 


Gasoline distributor’s monthly report due. 


SOUTH CAROLINA 
Mar. 1—— = 


Additional penalty of 5% is 
taxes if not paid by this date. 


Last day to file property tax schedules with county 
auditors. 
Return of 


added to property 


personal assets of transportation 


annually to County Auditors. 





Utiliites Last day to file property statement. 
First Tuesday in March 
The township boards of assessors and_ special 
boards of assessors meet annually on this date 


to compare and consider returns. 


Mar. 1-10——— 
Admissions to amusements return and stamp tax 
due between these dates. 
Power tax and report of public utilities due be 
tween these dates. 
Mar. 4——- 
Fisheries’ monthly stamp reports due not later 


than this date. 
Mar. 5—— 

Fishing license tax report is due within 5 days 
of the end of each calendar month. 

Oyster or clam shuckers’ stamp reports must be 
mailed on or before the 5th day of each succeed- 
ing month. 

Sturgeon; caviar or shad dealers must file a re- 
port within 5 days of the end of each month. 

Tobacco warehousemen required to file statement 
on or before the Sth day of each month. 

Mar. 15—— 
Corporation income tax is paid annually on or 


before this date when return is made on calendar 
year basis. 


Corporation income tax and information returns 
to be filed on or before this date when return 
is made on calendar year basis. 


If property taxes are not paid on or before this 
date county treasurer issues his tax execution 


for taxes, assessments and penalties against 
property of defaulting taxpayer. 
Mar. 20——— 
Gasoline tax and report of dealers, distributors, 


importers and storers due on or before this date. 
Fourth Tuesday in March 





County boards of equalization meet on this date 
each year. 
Mar. 31—— 


Insurance adjuster’s license fee is 
fore this date each year. 

Insurance agent’s 
this date annually. 

Insurance broker’s license fee is due on or before 
this date annually. 

Phosphates royalty must be paid at the end of 
every quarter, or three months, the first quarter 
to commence to run on January Ist each year. 


SOUTH DAKOTA 


paid on or be 


Mar. 1 
Warehouse reports due. 
Annual reports of foreign corporations due. 


and | 
telegraph companies to be made before this date | 





license fee is paid on or before | 


| 
| 
| 
| 
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Mar. 10—— 
Employment agency reports due. 
Mar. 
Inspector of petroleum products may require 
report. 


Gasoline reports and taxes due. 
Where gross income tax exceeds $10 per month.— 
Tax, tax report, and estimate due. 
Gross income tax on bulk sales, and report, due. 
Mar. 31 


Gross income tax on bulk sales, and report due. 





TENNESSEE 
Mar. 1—— 


Insurance report of business in unauthorized com- 
panies must be made on or before this date 
each year. 

Additional penalty of % of 1% for each month 
property taxes are delinquent is added to prop- 
erty tax on the first day of each month, begin- 
ning with this date, following due date of pay- 
ment (first Monday in October preceding). 

Mar. 15 

Annual stocks and bonds income tax return filed 
on or before this date with Department of 
Finance and Taxation, Excise Division. 

Mar. 31 

Oils and volatile substances quarterly report shall 
be furnished as of the last day of March. 








TEXAS 
Mar. 1—— ‘ 
Agent of foreign insurance company, license fee 
due. 


Cigarette tax: Wholesale dealer’s report of drop 

shipments due. 
Report of emigrant agents due. 
Annual report of water, light, 


gas, 
companies to Mayor due. 


or sewerage 


Last day to file with Secretary of State annual 


report of corporations leasing or operating street 

railway, electric light or power, gas, water or 

sewerage properties in cities or towns of over 
2,500 population. 


Last day to file reports of such companies relating | 


to rates charged for services rendered. 

Last day to file copies of said reports with the 
Mayor of city wherein principal place of business 
is located. 

Mar. 15 

Last day to file franchise tax report. 

Cigarette tax: Wholesale dealer’s report of drop 
shipments due. 
Mar. 20 
Gasoline taxes and reports due. 
Mar. 25 
Monthly report and tax of cement distributors due. 

Oil production reports and taxes due. 














Mar. 30 
Oil production report: Oil withdrawn from stor- 
age due. 
Oil carriers’ report due. 
UTAH 
Mar. 1—— 


Small loans business license expires. 
Insurance agent’s certificate of authority expires. 
Insurance agent’s license to sell fire insurance 
expires. 
Mar. 5 
Monthly report of cold storage warehouses due. 
Mar. 10 
Monthly report and tax of dealers in alcoholic bev- 
erages due. 
Carrier’s report of motor fuel deliveries due. 
Motor carriers’ special tax report due. 
Mar. 15 
a (franchise) tax return for calendar year 
due. 
First installment of income (franchise) tax due. 
Monthly gasoline tax and report due. 
Sales tax and return due. 














Mar. 20 
Monthly fees of motor carriers due. 
VERMONT 
Mar. 1 





Annual license tax of corporations: Report to be 
filed and tax paid to State Treasurer annually 
on or before this date. Duplicate report must 
also be filed with Commissioner of Taxes. 

Advertising (outdoor) annual fee is payable to 
Secretary of State in advance on this date. 

Annual report of creameries, cheese factories, con- 
denseries and receiving stations due. 

Mar. 28 

Annual domestic corporation financial report must 
be filed with Secretary of State before this date 
when extension of time for filing is granted by 
Secretary of State from February 28. 

Mar. 31 

Lightning rod installation license expires. 


VIRGINIA 
Mar. 1—— 


Franchise tax due on or before this date. 
Penalty of 5% and interest at rate of 6% per 


annum added to amount of franchise tax if not 
paid by this date. 
Annual registration fee due. 
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Mar. 1-Mar. 10—— 
Oyster purchaser’s inspection fee due. 
Medicine, salve, liniments, etc., vendors’ 

due. 

Mar. 10—— 
Tobacco warehouse report due. 

Beer excise tax and report of beer sold during pre. 
vious month due on or before this date. 

Beverages of not more than 3.2% alcoholic con. 
tent excise tax and report of beverages sold 


during previous month due on or before this 
ate. 


Mar. 20 
Gasoline statement and tax due. 
Mar, 31 
Quarterly licenses (other than a license for which 
the certificate of a court is required by law 
before it can be granted, and other than a 
license which the law imposing the same pro 
vides shall not be prorated) expire. 
Vehicle registration period ends. 


reports 








WASHINGTON 
Mar. 1 
First day to return telephone and electric 
pany schedules. 
Report of cutting of forest crop due. 
Assessment and lien date for property taxes. 
Steamboat companies’ reports and fees to Depart 
ment of Public Works due March 1-15. 
Mar. 15 
Forest crop yield tax delinquent. 
Personal property tax lien follows insurance money 
on destroyed property. 
Last day for property tax rebates. 
Butter substitutes reports and taxes due. 
Gasoline reports and ,taxes due. 
Steamboat companies’ reports and fees to Depart 
ment of Public Works due March 1-15. 
Annual toll-bridge company reports due. 
Gross income (occupation) tax and return due. 
Mar. 31 
Last day to return telephone and electric company 
schedules. 
Fish quarterly reports and license fees due. 
Game farming license fees due. 





com 











WEST VIRGINIA 
Mar. 2 


Gasoline tax and reports due. 
Mar. 10 
Petroleum dealers’ reports due. 
Brewers’ and beer distributors’ monthly report and 
excise tax due. 
Mar. 15 
Retail sales tax and return due. 
Mar. 30—— 
Gasoline tax and reports due. 











WISCONSIN 
Mar. 1 


Telephone companies’ reports of and tax on gross 
receipts due. 

Fire, marine and sprinkler leakage stock insurance 
companies’ license taxes based on gross premi- 
ums due. 

Casualty and suretyship insurance companies’ 
license taxes based on gross premiums due. 

Life insurance companies’ annual license taxes 
based on gross income due. 

Mar. 2 

Transportation company gasoline tax reports due 

Mar. 5 
Monthly report of cold storage warehouses due. 
Mar. 10 
Alcoholic beverage monthly reports due. 
Mar. 15 

Return of income and first installment of tax due, 
unless taxpayer is on fiscal year other than cal 
endar year. 

Information returns of wages, salaries, rents, etc., 
due to be filed with tax commission by corpora- 
tion, with assessors of incomes by others. 

Statement of transfers of corporate stock due. 

















Report by railroad, telegraph, sleeping car and 
express companies due. 
Mar. 20 
Gasoline dealers must file monthly report and pay 
tax. 
Mar. 30—— 


Transportation company gasoline tax reports due. 
Mar. 31 ; ; : 
Powdered milk license expires. 





WYOMING 
Mar. 1 
Mileage statement of railroad companies due. 
Annual statement of sleeping car companies due. 
Mileage statement of car companies due. 
Gross receipts tax report of express companies due 
Mar. 10 
Alcoholic beverage tax and monthly report due. 
Carrier’s monthly gasoline tax and report due. 
Mar. 15 
Monthly gasoline tax and report due. 
If return not filed, board shall ascertain facts and 
assess tax against express companies. 
Mar. 20 














Motor carrier compensatory tax and report due 
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Federal Tax Legislation 


SIDE from a start toward provision of funds 

for the pending old age insurance, unemploy- 
ment, and social insurance measure, the Administra- 
tion appears as yet not to contemplate giving its 
support to any of the scores of tax measures which 
have been introduced in the House of Representatives 
and the Senate. 


A number of old age pension and unemployment 
insurance bills are before Congress, but the one 
supported by the Administration (H. R. 4142; S. 
1130) will form the working basis for whatever kind 
of a law of the kind is passed. Funds for the benefits 
prescribed would be provided by three sets of taxes. 


The first levy, a so-called earnings tax, would com- 
mence on January 1, 1937, at the rate of % of 1 per 
cent, levied and assessed upon every employee to 
be collected from and paid by every employer but 
to be deducted from the wages of employees. At 
five-year intervals this tax would increase ™% per 
cent to a maximum as of January 1, 1957 of 2% per 
cent of wages. 


The second tax prescribed is an “employment 
excise tax,” first to be effective on January 1, 1937. 
This tax on employers would also begin at % of 1 per 
cent of the payroll and at five-year intervals be 
increased 14 per cent to a maximum of 2% per cent 
of payrolls as of January 1, 1957. 


The third tax is likewise an excise tax on payrolls 
at the rate of 3 per cent, commencing on January 1, 
1936. However, for the first two years, 1936 and 
1937, the rate in effect would depend upon the extent 
of the increase in the business pickup. The provi- 
sion in extenuation of the 3 per cent rate for 1936 
is, in substance, that if the Federal Reserve Board’s 


adjusted index of industrial production averages for 


the year ending September 30, 1935, not more than 
84 per cent of its average for the years 1923-25, in- 
clusive, the rate for the year commencing January 1, 
1936 shall be 1 per cent, and if the index averages 
more than 85 per cent but less than 95 per cent the 
rate shall be 2 per cent. The Federal Reserve Board’s 
index numbers for the first nine months of last year 
indicate an average for the period of 78.6. More 
than mild improvement would be necessary to in- 
crease the average for the first three-quarters of this 
year to 84, and a pronounced spurt in industrial out- 
put would be required to boost the average to 95 
per cent of the 1923-25 average of production. 

The rate for 1937 would be similarly determined, 


excepting that in any event the rate could not be 
less than that for the preceding year. 


It is probable that these tax proposals will be to 
some extent modified before a bill that meets with 
the approval of Congress is formulated, and some 
other taxes may, in part, be substituted to provide 
funds for the “social security” benefits. 

Meanwhile a tax still in the gossip stage is one 
that would tax dividends received by one corpora- 
tion from another domestic corporation. Such a tax 
is envisioned as a tempting means of making the 
going difficult for holding companies and particularly 
public utility holding companies built up two or more 
tiers above the operating units which earn the profits 
through direct service to consumers. Because the 
Administration is not friendly to certain types of 
holding companies, the fear of such a tax has pro- 
jected it into a probability. However, such a tax is 
not included in the many tax bills so far introduced 
either in the House or the Senate. 


Internal Revenue Collections During 1934 
Nearly Three Billion Dollars 


NTERNAL revenue collections in the 48 states 
during the calendar year 1934 were $2,994,172,572, 

as compared with $2,090,947,279 in the preceding 
year, according to a tabulation made by the Bureau 
of Internal Revenue which shows by states the 
amount of income, processing and miscellaneous col- 
lections, and totals from all sources. 

An interesting feature is the large increase in taxes 
imposed under the Agricultural Adjustment Act 
(processing and related taxes on agricultural products, 
hereafter referred to as processing taxes). Process- 
ing tax collections for the country as a whole during 
1934 exceeded those from the tax on individual in- 
comes by nearly $50,000,000, and were in varying 
degrees greater than the income tax receipts from 
individuals in all but 18 states, the exceptions being 
Arkansas, California, Connecticut, Delaware, Florida, 
Maine, Maryland, Massachusetts, Michigan, New 
Jersey, New Mexico, New York, Ohio, Pennsylvania, 
Rhode Island, Vermont, West Virginia and Wyoming. 
Further, processing tax collections exceeded the 
combined revenue from the corporation and individ- 
ual income tax levies in 17 states, viz—Alabama, 
Colorado, Georgia, Idaho, Illinois, Iowa, Kansas, 
Kentucky, Minnesota, Montana, Nebraska, New 
Hampshire, Oregon, South Carolina, South Dakota, 
Utah, and Washington. 

The reason for the lead of processing tax col- 
lections in a number of the states is that they are 
large producers of manufactured agricultural products. 
Meat packing, for example, is one of the major in- 
dustries in Illinois, lowa, Kansas, Minnesota, Nebraska 
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and South Dakota. The tax collections at the sources 
of the pork supply of the country is large because 
of the high rate of the processing tax on hogs. The 
rates per pound, live weight, in force during 1934 
were 1 cent during January, 1% cents during Febru- 
ary, and 2% cents during the remainder of the year. 
Incidently the tax is much higher per pound of pork 
product when it reaches the consumer. According 
to the Treasury Department’s conversion factors, 
the present processing tax rate on hogs (2% cents) 
is equivalent to from 0.99 cent a pound on “fresh 
snouts, ears, lips and miscellaneous edible offal” to 
6 cents a pound on boneless smoked ham. 

Just as the tobacco tax figures credit such states 
as North Carolina and Virginia with collections 
many times in excess of the actual tax paid by 
citizens of those states, the processing tax collections 
by states do not serve to reflect the geographical 
distribution of the ultimate tax payments. 

Following are the totals for the United States? of 
income, miscellaneous internal revenue, and proc- 
essing taxes for the calendar years 1933 and 1934: 











Income tax 1933 1934 
Corporation $ 345,174,353 $ 469,027,571 
Individual ............ 375,284,304 451,746,002 
Total income tax....... $ 720,458,657 $ 920,773,573 


$ 500,308,155 
1,573,090,844 


$2,090,947,279 $2,994,172,572 


Nearly one-fifth of all the internal revenue col- 
lections for 1934 are credited to New York, and 
37 per cent of the individual income tax collections 
and 32 per cent of total income tax collections were 
from that state, with a population of 10.2 per cent 
of the total for the United States. 

The accompanying table shows the individual in- 
come tax collections by states during the calendar 
years 1933 and 1934, as reported by the Bureau of 
Internal Revenue, and the per capita collections 
for each state, computed by use of the 1930 census 
figures of population. Reference to the per capita 
figures shows that Delaware takes first rank with 
per capita individual income tax payments during 
1934 of $22.82, while Mississippi is last in line of 
indicated affluence collections amounting to but 16 
cents per capita. 


Agricultural adjustment taxes.$ 140,563,249 
Miscellaneous internal revenue 1,229,925,373 


Total (all sources) 








INDIVIDUAL INCOME TAX COLLECTIONS DURING THE 
_CALENDAR YEAR 1934 


: “Individual Income “Tax 
Per Capita 

















Amount of Collections Collections 

1933 1934 1933 1934 
 eaeagrpeep Ra $ 1,035,843  $ 1,317,745 $0.39 $0.50 
ID his iat aca alae ee 323,331 304,831 0.74 0.70 
SS ee 265,649 493,438 0.14 0.27 
IN od alin «cleo 29,934,721 28,372,007 5.27 5.00 
SE ae ; 2,004,654 1,939,356 1.94 1.87 
Connecticut ............ 8,738,104 9,584,136 5.44 5.96 
EE ere 5,388,597 5,438,788 22.61 22.82 
IE Siar aaa ee 2,886,210 3,418,952 1.97 2.33 
DR iain hadrehdtara ek 1,883,608 2.876,712 0.65 0.99 
RN ld 6 are aaeciae esas 115,849 168,243 0.26 0.38 
I te Toric, ati seats 26,625,944 34,009,327 3.49 4.46 
ED oie, ocr count neat 4,173,079 4,731,684 1.29 1.46 
SSeS irk, Seat ncre ate aig ‘ 1,913,939 1,801,660 0.77 0.73 
PEER I gr 1,355,170 1,332,207 0.72 0.71 
ee 1,891,972 2,491,611 0.72 0.95 





1 Totals include collections in Hawaii and Alaska, and in the case 


of processing taxes collections from Puerto Rico and the Philippine 
Islands. 


February, 1935 








Individual Income Tax 





Per Capita 
Amount of Collections Collections 

1933 1934 1933 1934 

OO ae 1,686,921 1,981,383 0.80 0.94 
eS Go ea ae 1,662,241 1,902,523 2.08 2.39 
J a eer 13,836,494 14,668,467 6.53 6.92 
Massachusetts .......... 17,799,462 22,423,645 4.19 5.28 
(ee er 9,364,733 9,419,743 1.93 1.95 
PEE OCCT 3,967,003 4,619,563 1.55 1.80 
SS reer 161,200 328,372 0.08 0.16 
eee 8,346,578 8,824,930 2.30 2.43 
NS ice ieaias pions 497,268 428,575 0.92 0.80 
re 1,063,929 1,280,334 0.77 0.93 
ESS ok ease 305,904 450,182 3.36 4.94 
New Hampshire ........ 817,348 1,000,194 1.76 2.15 
Le 23,062,916 25,342,534 5.71 6.27 
OS ae 199,313 184,026 0.47 0.43 
WY HS ok ce icteaeeas 124,192,542 166,945,773 9.87 13.26 
North Carolina ......... 4,302,602 4,606,205 1.36 1.45 
North Dakota .......:.. 128,108 129,183 0.19 0.19 
ree 14,294,309 18,075,148 2.11 2.72 
ee ae 1,881,547 2,315,407 0.79 0.97 
IE cle eh a ered, orale ps 811,160 1,067,273 0.85 1.32 
Penmeayivamia ........6.. 33,443,404 38,204,184 3.47 3.97 
Rhode Island ........... 3,987,248 3,714,102 5.80 5.40 
South Carolina ......... 358,779 664,652 0.21 0.37 
Seauth Dakota .......... 146,168 247,704 0.21 0.36 
Tennessee ............. 1,983,161 2,951,633 0.76 1.13 
ert 7,318,632 9,517,082 1.26 1.63 
| eee eee 469,982 399,580 0.93 0.79 
or eee 436,981 371,497 1.22 1.03 
IN il Sorte Sart 2,456,528 2,642,150 1.02 1.09 
Washington? ........... 1,846,679 2,184,750 1.18 1.40 
West Virginia .......... 1,170,271 1,399,693 0.67 0.81 
SS eee 3,382,295 3,406,261 1.14 1.15 
be near eee 155,583 469,356 0.69 2.08 

United States 

. eee $375,284,304 $451,746,002 $3.05 $3.68 





1TIncludes District of Columbia. 
2Includes Territory of Alaska. e 
3 Totals include collections in Alaska and Hawaii. 


Two Vacancies on Board of Tax Appeals 


HERE are now two vacancies on the Board of 

Tax Appeals as a result of the death on January 
29, 1935, of Jed C. Adams and the resignation, effec- 
tive February 15, 1935, of Edgar J. Goodrich. 

Death came to Mr. Adams in Washington of 
pneumonia. He had been a member of the Board 
of Tax Appeals since May, 1933, having been ap- 
pointed for the uncompleted term expiring June 2, 
1944, to fill a vacancy made by the death, on April 16, 
1933, of William D. Love. Prior to membership on 
the Board, Mr. Adams practiced law in Dallas, Texas, 
and when appointed to the Board was a member of 
the Democratic National Executive Committee from 
Texas, in which capacity he had served his party 
since 1924. At the time of death he was 59 years 
of age. 

Mr. Goodrich resigned from the Board to enter 
private law practice in Washington, D. C. He has 
been a member of the Board since March, 1931, when 
he was appointed for a term expiring June 2, 1936. 
Immediately prior to his membership on the Board 
he was engaged in the practice of law in Charleston, 
West Virginia. 


Tax Refunds for Fiscal Year 1934 Reported to 
Congress 


S reported to Congress by the Bureau of In- 
ternal Revenue on February 4, Federal tax re- 
funds for the fiscal year 1934 amounted to $48,664,202. 
Although for the first time refunds included those 
made on account of overpayments of processing 
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taxes, the total was $2,919,798 less than that for the 
previous year. 

Five corporations received refunds of more than 
a million dollars. The New York Life Insurance 
Company received $4,427,028 in refunds, and the 
Mutual Life Insurance Company of New York is 
credited with $1,205,382. The Pennsylvania Rail- 
road Company was granted $3,191,938; J. H. Hill- 
man Company, Pittsburgh $1,810,694, and the 
Delaware, Lackawanna & Western Railroad $1,526,149. 
Close to the million dollar figure among railroads is 
a refund of $829,010 to the Chicago & Northwestern 
Railroad and one of $727,578 to the Norfolk and 
Western Railroad. 

In number of refunds New York State ranks first, 
while New Mexico is in last place with only one 
refund and that for $2,170 paid to the estate of Noa 
Ilfield. North Dakota, Nevada, and Idaho, with 
two refunds each, tie for second place. 


The Earned Income Credit Puzzle 


N the preparation of tax returns for the taxable 

year 1934, the feature which seems most likely 
to baffle the ordinary individual, and probably some 
tax adepts, is the calculation of the earned income 
credit, one of the new brow wrinklers in the Reve- 
nue Act of 1934. 

The pitfall has been made particularly precarious 
for those who use Form 1040A, the form designed 
for those with net incomes for a full year of not 
more than $5,000 derived chiefly from salaries and 
wages. Because the surtax rates do not apply to such 
incomes, the tabular setup on the face of the return 
to be filled in to show the normal tax due, if any, 
makes no provision for items, which though includ- 
able in statutory net income are subject to surtax 
only—dividends from domestic corporations and tax- 
able interest on government obligations. In the 
past there was no necessity for including in the tab- 
ulation on the face of Form 1040A any income sub- 
ject only to the surtax, but the inclusion of such 
items is now desirable to facilitate determination of 
the earned income credit limitation provided in Sec- 
tion 25 (a) (4) of the 1934 Act. 

An earned income credit was allowed under the 
1928 and prior Acts but not under the 1932 Act. 
When the Revenue Act of 1934 was drafted, it was 
said with respect to revival of the earned income 
credit that the computation was simplified by mak- 
ing it a credit against net income for the normal tax 
only to the extent of 10 per cent of the amount of 
the earned net income, but not in excess of 10 per cent 
of the net income. If one correctly construes the ef- 
fect of the limitation and properly interprets the stat- 
utory definitions of “earned income,” “earned income 
deductions,” and “earned net income,” etc., the sim- 
plicity may be superb, but the irony of it is that few, 
it seems, who thus far have taken calculating pencil 
in hand in the matter have been willing, at least on 
early attempts, to swear by their derivation, though 
inclined under provocation to swear at it. 

For the purpose of illustrating the operation of the 
earned income limitation, let us assume that an in- 
dividual’s income for 1934 is made up of salary and 
fees amounting to $4,575, $350 in dividends, with 
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deductions for interest and taxes of $375. In so far 
as it would be shown on the face of Form 1040A, 
the net income is $4,200, from which alone it would 
appear that the credit is limited to $420. However, 
statutory net income includes the $350 in dividends 
appearing on the second page of the return, which 
permits an earned income credit of $455. 

The use of Form 1040 instead of Form 1040A, even 
for an individual entitled to use the latter form, will 
forestall possible error in computing the maximum 
earned income credit allowance. 


The allowance was undoubtedly intended to bene- 
fit more those whose income is derived from compen- 
sation for services than those with a substantial 
proportion of investment income, yet the opposite 
result in many cases is effected. The following ex- 
ample of such an anomaly has been submitted by a 
subscriber,’ showing a situation where, because the 
earned income credit is limited to 10 per cent of the 
“net income,” one individual with a gross income 
of $5,000, all from salary, has a tax liability of $14, 
having the same personal exemption, while another 
individual with a gross income of $8,500, $5,000 being 
from salary and $3,500 from dividends, has no tax 
liability. 








Income— Mr. A Mr. B 
| eee rere a er eer $5,000 $5,000 
Divs re A; Speeder 3,500 

Total income ....... .. $5,000 $8,500 

Deductions— 

Interest and taxes ....... - 3,500 3,500 

Net income ......... ... $1,500 $5,000 

Less: 

Personal exemption 1,000 1,000 
Balance (surtax net income) ..... $ 500 $4,000 
Less: 

Dividends ...... ea .« $3,900 phat 

Earned Income credit ...150 150 500 4,000 
Balance subject to normal tax... $350 None 
Normal tax (4% of last item) .. $ 14 None 
SURE cs OA as Sa PSs ear None None 


Even the Bureau of Internal Revenue in a press 
release temporarily ran afoul of a complication in an 
example involving the earned income credit in the 
case of a husband and wife filing a joint return. 
Correction was made in Press Release No. 53, dated 
January 30, 1935, in which an example is given in 
which the husband has a net income of $4,700, all 
of which represents earned net income, and the wife 
has a separate net income of $2,500, not earned net 
income. In the computation of the tax, the Commis- 
sioner allows the husband and wife, each, the same 
earned income credit as he or she would be allowed 
on a separate return. The earned income credit on 
the joint return is 10 per cent of the earned income 
of the husband ($4,700), or $470, plus 10 per cent 
of the net income of the wife ($2,500), or $250, a 
total earned income credit, on. the joint return of 
$720. A footnote to the computation states: 

Note:—In filing a joint return husband and wife compute 
the earned income credit in the same manner as in filing 
separate returns. If the taxpayer’s net income is not more 


than $3,000 the entire net income is considered to be earned 
net income. , 


1Mr, A, De Witt Alexander, Crocker Bldg., San Francisco, 








104 THE TAX MAGAZINE 


Accordingly, if the husband’s income from salaries 
is $10,000, and the wife’s only income, $3,000, is from 
dividends, the combined earned income is $13,000, 
and the combined earned income credit, $1,300. Or, 
if neither of them earned any income from personal 
services, but both had net income, from investments, 
of more than $3,000 each, the earned income credit, 
on the joint return, is $600, or 10 per cent of $3,000 
to each one, the same as if separate returns had been 
filed. 

This interpretation from the Bureau runs counter 
to the Bureau’s ruling under prior law, Mimeograph 
3283 (IV-1 CB 14), which related to the income 
credit under the 1924 Act. In that Act the definitions 
of earned income and earned net income were sub- 
stantially the same as in the present law. The 
changes in the present law are in the methods of 
computation of the credit and in the minimum and 
maximum amounts of earned net income. Under 
that ruling if a husband and wife elected to file a 
joint return of their income, their earned net incomes 
were required to be combined for the purpose of 
determining the total amount of the earned net in- 
come. If their combined net income exceeded $3,000, 
in no case could any part of such excess be consid- 
ered to be earned income unless it was in fact earned 
income received for the personal services of either 
the husband or wife or both. According to the Bu- 
reau’s ruling under the 1934 Act as made in the 
aforementioned Press Release No. 53, where the hus- 
band’s net income is entirely from salary, and the 
wife’s net income, less than $3,000, is entirely from 
investments, the earned income credit is in effect 
allowed on the entire combined net income, although 
it exceeds $3,000, and although only part of it was 
from personal services. 

Under prior law, the Commissioner has held that 
husband and wife in a community property State may 
divide equally, on separate returns, and each may 
have earned income credit for, that part of the hus- 
band’s income which is for personal services. This 
view, contrary to the Commissioner’s earlier hold- 
ing, was taken after the appellate court, in McLarry 
v. Com., 30 Fed. (2d) 789, had reversed the Commis- 
sioner and the Board after the Commissioner had 
denied the wife an earned income credit based on 
her half of her husband’s income, reported on her 
separate return, as is permitted in the community 
property States—Arizona, California, Idaho, Louisi- 
ana, Nevada, New Mexico, Texas, and Washington. 
This interpretation appears to be equally applicable 
under present law. 





Regulations Under the 1934 Act 


ENDING the issue of Regulations 86 in interpre- 

tation of the income tax provisions of the Reve- 
nue Act of 1934, regulations covering certain 
provisions of the Act have been promulgated by 
Treasury decisions. It is presumed that these regu- 
lations will be incorporated in Regulations 86. 


Bases of Computation of Net Income and Changes in 
Accounting Methods 

Regulations relating to the bases of computation 

of net income and changes in accounting methods 

under the 1934 Act, promulgated in Treasury Deci- 


February, 1935 


sion 4508, XIW-2-7252 (p. 3) are in most respects 
the same as Article 322 of Regulations 77. A new 
feature relates to applications for charges in account- 
ing methods in the case of corporations which were 
included in a consolidated return under the 1932 Act 
but which under the 1934 Act may not be so in- 
cluded. The rule that application for a change of 
method must be filed within 90 days after the be- 
ginning of the taxable year to be covered by the 
return is supplemented by an exception which reads 
as follows: 


* * * in respect of the first taxable year beginning 


after December 31, 1933, in the case of a corporation which 
is not permitted by the Revenue Act of 1934 to be in- 
cluded in a consolidated return under Section 141 of that 
Act, but which was properly included in a consolidated 
return under Section 141 of the Revenue Act of 1932, as 
amended by the National Industrial Recovery Act, for 
the last period for which it was required to make a return 


_under the Revenue Act of 1932, as amended, such appli- 


cation shall be filed within 90 days after the beginning 
of the taxable year to be covered by the return or within 
30 days after the date of the weekly Internal Revenue 
Bulletin in which this decision is published, whichever is 
later. 

The Treasury decision was published in weekly 
Internal Revenue Bulletin No. 2, Vol. XIV, which 
bears the publication date January 14, 1935. Thus, 
a corporation which for a fiscal year ending Novem- 
ber 30, 1934, was included in a consolidated return, 
would have until March 1, 1935, (90 days after De- 
cember 1, 1934) to apply for such change, that date 
being later than February 13 (30 days after the date 
of publication of the Treasury decision). If its fiscal 
year ended October 30, 1934, the February 13 date 
would be later. 


Capital Gains and Losses 


Regulations under Section 117 of the 1934 Act, 
relating to capital gains and losses, promulgated as 
Treasury Decision 4511, XTV-3-7261 (p. 6), contain 
a new provision that is likely to cause contention. 
In Article 5 it is provided that in the application of 
Section 117, a husband and wife regardless of whether 
a joint return or separate returns are made, are con- 
sidered separate taxpayers. The Article concludes: 

Accordingly, the limitation under Section 117 (d), on the 
allowance of losses of one spouse from sales or exchanges 
of capital assets is in all cases to be computed without 
regard to gains and losses of the other spouse upon sales 
or exchanges of capital assets. 

The limitations on capital gains and losses under 
Section 117 are illustrated in Article 2 by the follow- 
ing example: 

Example: During the taxable year A, an individual, had 
gains and losses from sales and exchanges of capital assets 
as follows (the deduction for the losses not being pro- 


hibited by any section of the Act other than sections 111, 
112. and 117): 








Gain Loss 








Gain rec- Loss rec- taken taken 
ognized ognized into into 
under under Per account account 
sections sections cent under under 
liland 111 and Time _  appli- section section 
Item 112 112 held cable 117(a) 117(a) 
Corporate stock ; $5,000 9 mos. 100 $5,000 
NB itan sc ora eos $4,000 1%4yrs. 80 $3,200 
meee Geete. ...... +. 1,000 2%yrs. 60 , 600 
Government bonds 3,000 6 yrs. 40 1,200 : 
Failure to exercise op- 
tion to buy property 2,000 100 rr 2,000 
Gains and losses taken 


into account ....... Fee Mehta oe : 4,400 7,600 





— = £OH eet TO 


— 


ae ee 
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Applying the limitation of Section 117 (d), the losses 
of $7,600 taken into account are allowable as a deduction 
only to the extent of $6,400 ($2,000 plus the gains of $4,400 
taken into account). 


Publicity of Tax Returns 


NDER Section 55(b) of the Revenue Act of 
1934, certain items of tax returns—(1) name 
and address, (2) total gross income, (3) total deduc- 
tions, (4) net income, (5) total credits against net 
income for purposes of the normal tax, and (6) tax 
payable—must be filed on a special form, and this 
information is to be made available to public exam- 
ination and inspection, in such manner as the Com- 
missioner of Internal Revenue with the approval of 
the Secretary of the Treasury may prescribe, in the 
office of the collector with which the returns are 
filed, for a period of not less than three years from 
the date they are required to be filed. The penalty 
for failure to file such a return is an addition of 
$5 to the tax, and in such an event the collector is 
required to prepare the statement from the tax 
return. 

By Treasury Decision 4500, XIII-51-7197 (p. 2), 
which embodies the regulations under Section 55(b), 
Form 1094 is prescribed for reporting the informa- 
tion required for publicity purposes. As issued, the 
form is on pink paper, 4 by 9 inches in size. This 
form must be filed with every individual, corporation, 
partnership, fiduciary, or other income return, tax- 
able or nontaxable, for any taxable period beginning 
after December 31, 1933. It must be signed by the 
person or persons who sign the income return to 
which it relates. 

There could be no justifiable objection to the pro- 
vision if its only effect were to encourage honest 
reports of income, but fear is entertained on the part 
of many taxpayers, that the availability of the in- 
formation will make them victims of busybodies, 
selfseekers and even those with criminal aims. As 
he has officially announced (I. T. 2800, XIII-31- 
6916), the Commissioner of Internal Revenue is 
without authority to circumvent the statutory re- 
quirements, the only discretion of the Department 
being that of determining the manner in which the 
information shall be made available to public exami- 
nation and inspection. 

Rep. Robert L. Bacon of New York [Rep.] is the 
sponsor of a bill (H. R. 5536) which provides for 
repeal of Section 55(b) of the Revenue Act of 1934, 
the provision prescribing the new publicity require- 
ments. While the proposed measure will have the 
enthusiastic support of a large number of taxpayers, 
Washington opinion is that repeal of the publicity 
provision will fail at this session of Congress for 
lack of support by the Administration. 


Individual Returns 

Regulations relating to individual returns under 
the 1934 Act were promulgated as Treasury Deci- 
sion 4512, XIV-3-7265 (p. 4). 

Article 1, corresponding to Article 381 of Regula- 
tions 77, contains two new paragraphs relating to 
the signing of joint returns, providing for signature 
by both spouses, unless one signs as agent under 
a power of attorney to be executed on Form 936 and 
to accompany the return. It is also provided that 
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a joint return must be sworn to by the spouse who 
prepares it, the one who fills out the return being 
considered the one who prepares it. If the return 
is prepared by both spouses, or if neither of them 
prepares it, then both spouses must swear to the re- 
turn, unless one acts for the other under a power 
of attorney on Form 936, or the return is made by 
an agent, by reason of illness or absence. 

Article 2 of the T. D., corresponding to Article 
382, Regulations 77, prescribes the form of the re- 
turn (1040 or 1040A) and provides that a return may 
be made by an agent if the taxpayer is unable to 
make it by reason of continuous absence from the 
United States for a period of 60 days prior to the 
date prescribed by law for making the return. A 
power of attorney on Form 936 must accompany a 
return so made. 

Article 3 relating to return of income by a minor 
is substantially the same as Article 383, Regulations 
77, except that instead of authorizing a separate re- 
turn where a minor “has been emancipated by his 
parent,” the new article authorizes a separate return, 
“if under the laws of a state the earnings of a minor 
belong to the minor.” 

Articles 4 and 5 are substantially the same as 
Articles 384 and 385 of Regulations 77 under the 
1932 Act. 


Returns of Information by Brokers and Other Agents 

The provisions of Treasury Decision 4510, XI V-3- 
7262 (p. 10), containing the regulations under the 
1934 Act relative to returns of information by bro- 
kers and other agents, are the same as Article 841 of 
Regulations 77 except that instead of requiring a 
return on “Form 1100,” it is stated that a return 
shall be made on “the prescribed form.” 





West Virginia Chain Store Tax Upheld by U. S. 
Supreme Court 


Y a five-to-four decision, the United States Su- 

preme Court on January 14 ruled, in the case 
of Standard Oil Co. of New Jersey v. Fred L. Fox, 
that the West Virginia Chain Store Tax as levied on 
chain gasoline filling stations is valid. The tax is 
based upon the number of stores operated by one 
owner or under one management, and is denomi- 
nated a “license fee” for the privilege of operating, 
maintaining, opening or establishing any store. The 
schedule of rates follows: 


Number of stores Annual fee 
1 


pon ea ner paneer tines Gaius ata BAIA Waa, 2.00 each 
BAO A 5.00 “ 
Geo 80 ........ Tee Ce ahs 10.00 “ 
(ao an 20.00 “ 
16 to 20 ..... 30:00“ 
Ee 9 gk Sk Som Pe 35.00 
7 T , Stee ee a  S tae a C 100.00 “ 
Bitoces . . 5. Pink hae gee 200.00 “ 
76 or more ...... fas i 250:00' * 


The majority opinion of the Supreme Court, writ- 
ten by Justice Cardozo, was concurred in by Chief 
Justice Hughes and Justices Brandeis, Stone and 
Roberts. Justices Van Devanter, McReynolds, 
Sutherland and Butler dissented without a written 
opinion. 

The case involved four main questions: whether 
the filling stations and distributing plants are stores 
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THE TAX 


or mercantile establishments within the meaning of 
the statute; whether the statute in application to 
the complainant and others similarly situated denies 
to the taxpayer the equal protection of the laws; 
whether the statute violates the constitution of 
West Virginia which requires that taxation shall be 
equal and uniform throughout the state; and whether 
the tax has the effect of an arbitrary discrimination. 
Selected quotations from the opinion follow: 


When the power to tax exists, the extent of the burden 
is a matter for the discretion of the lawmakers. * * * 
A chain, as we have seen is a distinctive business species, 
with its own capacities and functions. Broadly speaking 
its opportunities and powers become greater with the 
number of the component links; and the greater they be- 
come, the more far-reaching are the consequences, both 
social and economic. For that reason the state may tax 
the large chains more heavily than the small ones, and 
upon a graduated basis, as indeed we have already held, 
State Board of Tax Commissioners v. Jackson, [283 U. S 
527]; Liggett Co. v. Lee, [288 U. S. 517]. Not only may 
it do this, but it may make the tax so heavy as to dis- 
courage multiplication of the units to an extent believed 
to be inordinate, and by the incidence of the burden de- 
velop other forms of industry. Quong Wing v. Kirkendall, 
223 U. S. 59; American Sugar Refining Co. v. Louisiana, 179 
U. S. 89, 95; Southwestern Oil Co. v. Texas, 217 U. S. 114, 
126; Sproles v. Binford, 286 U. S. 374, 394; Stephenson v. 
Binford, 287 U. S. 251. In principle there is no distinc- 
tion between such an exercise of power and the statute 
upheld in Magnano Co. v. Hamilton, [292 U. S. 40], whereby 
sales of butter were fostered and sales of oleomargarine 
repressed. A motive to build up through legislation the 
equality of men may be as creditable in the thought of 
some as a motive to magnify the quantity of trade. Courts 
do not choose between such values in adjudging legisla- 
tive powers. They put the choice aside as beyond their 
lawful competence. “Collateral purposes or motives of 
a legislature in levying a tax of a kind within the reach 
of its lawful powers are matters beyond the scope of 
judicial inquiry.” Magnano Co. v. Hamilton, supra, at p. 44; 
McCray v. United States, 195 U. S. 27, 56. The tax now 
assailed may have its roots in an erroneous conception 
of the ills of the body politic or of the efficacy of such 
a measure to bring about a cure. We have no thought 
in anything we have written to declare it expedient or 
even just, or for that matter to declare the contrary. We 
deal with power only. 

* %* * All members of a class within the same gradu- 
ated levels are treated impartially and subjected to an 
equal rule. Magoun v. Illinois Trust & Savings Bank, 170 
U. S. 283, 293, 296. * * * We have never yet held that 
government in levying a graduated tax upon all the mem- 
bers of a class must satisfy itself by inquiry that every 
group within the class will be able to pay the tax without 
the sacrifice of profits. The operation of a general rule 
will seldom be the same for every one. If the accidents 
of trade lead to inequality or hardship, the consequences 
must be accepted as inherent in government by law in- 
stead of government by edict. 

* * * The statute does not violate the constitution 
of West Virginia which requires that taxation shall be 
equal and uniform throughout the state. 

The decree is reversed and the cause remanded for fur- 
ther proceedings in accordance with this opinion. 


Reversed. 


Processing Tax Reduced on Tobacco for Specified 
Purposes 





HE processing tax rates on cigar-leaf tobacco 
manufactured into scrap chewing and/or smok- 
ing tobacco, and Burley, flue-cured, fire-cured and 
dark air-cured tobacco manufactured into chewing 
tobacco were reduced by Tobacco Regulations, Se- 
ries 1, Number 2, approved by the President on Jan- 


uary 18, 1935. Rates, as follows, became effective on 
February 1, 1935: 
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Per pound 
rate 
Type of Tobacco (In cents) 
Cigar-leaf tobacco manufactured into scrap chew- 
ing and/or smoking tobacco— 


Unsweated (on farm sales weight) ........ 2.0 
Sweated (stem not remoyed) .............. 2.5 
Sweated (stem removed) .................. a3 
Burley tobacco manufactured into chewing to- 
bacco— 
CII ON oO i ge Ph a 25 
In processing order (stem not removed)... 2.9 
In processing order (stem removed) . ee 
Flue-cured tobacco manufactured into chewing 
tobacco— 
Farm sales weight Pe tne eee sde ee 2.0 
In processing order (stem not ‘removed).. yA 
In processing order (stem removed) 24 
Fire-cured tobacco manufactured into chewing 
tobacco— 
Pascm eales weight ................. 2.0 
In processing order (stem not removed)... 2.2 
In processing order (stem removed) 2.9 


Dark air-cured tobacco manufactured into chew- 
ing tobacco— 


Farm sales weight ................. oo 
In processing order (stem not removed). bin 
In processing order (stem removed) a 


wo 


Scrap chewing and/or chewing tobacco is rede- 
fined as being “tobacco prepared for chewing or 
smoking purposes from scraps, cuttings, or clippings 
resulting from the manufacture of cigars, or from 
tobacco leaves primarily of the types classified in 
classes 4, 5, 6, and 8 in the United States Bureau of 
Agricultural Economics, Service and Regulatory 
Announcements, No. 118, cut or broken into small 
pieces but not shredded or granulated, to which fla- 
voring or sweetening may or may not have been 
added.” 

The regulations set out conversion factors to de- 
termine the amount of tax imposed or refunds to be 
made with respect to scrap chewing and/or smoking 
tobacco processed wholly, partly or in chief value 
from cigar-leaf tobacco. 

In the case of chewing tobacco processed from 
the other types of tobacco above mentioned there are 
two sets of conversion factors—one to determine 
the amount of tax imposed or refunds to be made 
with respect thereto, except taxes and refunds on 
floor stocks, and the other to determine the amount 
of tax imposed on floor stocks or refunds to be made 
with respect to floor stocks. 





Amendments of Regulations 
Withholding of Income, 1934 Act 


Treasury Decision 4460 (Int. Rev. Bul., Vol. XIII-33, 
(p. 3)), approved August 4, 1934, as amended by Treasury 
Decision 4478 (Int. Rev. Bul., Vol. XIII-41 (p. 5)), ap- 
proved September 29, 1934, is further amended, effective 
January 1, 1935, by Treasury Decision 4505, XIV-1-7238 
(p. 8), by eliminating the paragraph substituted by Treas- 
ury Decision 4478 reading: 


In accordance with the provisions of section 147(b), citizens, resident 
individuals and fiduciaries, resident partnerships and nonresident part- 
nerships all of the members of which are citizens or residents, owning 
bonds, mortgages, or deeds of trust, or other similar obligations issued 
by a * domestic corporation, a resident foreign corporation, or a non- 
resident foreign corporation having a fiscal agent or a paying agent in 
the United States, when presenting interest coupons for payment prior 
to January 1, 1935, shall file ownership certificates where the obligations 
contain a tax-free covenant and were issued before January 1, 1934 
regardless of the amount of the coupons. The amount of interest re- 
ceived on such bonds shall be entered on line 3 of Form 1000, revised 
July, 1934 (or line 2 of Form 1000, revised June, 1932), except in 
the case of a citizen or resident the interest shall be entered on line 2 
of Form 1000, revised July, 1934 (or line 1 of Form 1000, revised June, 
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1932), if the net income of such citizen or resident does not exceed the 
personal exemption and credit for dependents allowed by section 25(b). 
On and after January 1, 1935, citizens and resident individuals and 
fiduciaries, owning bonds, mortgages, or deeds of trust, or other similar 
obligations issued by a domestic corporation, a resident foreign cor- 
poration, or a nonresident foreign corporation having a fiscal agent or a 
paying agent in the United States, when presenting interest coupons 
for payment shall file ownership certificates where (a) the obligations 
do not contain a tax-free covenant or contain a tax-free covenant but 
were issued on or after January 1, 1934, and the amount of the coupons 
is $20 or more for each issue of such obligations; (b) the obligations 
contain a tax-free covenant and were issued before January 1, 1934, 
and the amount of coupons is $20 or more for each issue and the net 
income does not exceed the personal exemption and credit for depend- 
ents allowed by section 25(b); and (c) the obligations contain a tax-free 
covenant and were issued before January 1, 1934, and the net income 
of the owner exceeds the personal exemption and credit for dependents 
allowed by section 25(b), regardless of the amount of the coupons. On 
and after January 1, 1935, a resident partnership, or a non-resident 
partnership all of the members of which are citizens or residents, owning 
such obligations when presenting interest coupons for payment shall 
file ownership certificates where (a) the obligations do not contain a 
tax-free covenant or were issued on or after January 1, 1934, and the 
amount of the coupons is $20 or more for each issue; and (b) the obliga- 
tions contain a tax-free covenant and were issued before January 1, 1934, 
regardless of the amount of the coupons. . 
and substituting therefor a paragraph reading as follows: 
In accordance with the provisions of section 147 (b), citizens, resident 
individuals and fiduciaries, resident partnerships and nonresident partner- 
ships all of the members of which are citizens or residents, owning 
bonds, mortgages, or deeds of trust, or other similar obligations issued 
by a domestic corporation, a resident foreign corporation, or a non- 
resident foreign corporation having a fiscal agent or a paying agent 
in the United States, when presenting interest coupons for payment 
shall file on Form 1000 ownership certificates for each issue of such 
obligations regardless of the amount of the coupons. 


Alcoholic Beverage Taxes 


Regulations 15 with respect to the rectifying of spirits 
and wines are amended by Treasury Decision 4506, XIV-2- 
7249 (p. 20), to authorize storage and bottling of wine and 
certain cordials and liqueurs in a sealed room in lieu of a 
locked bottling tank. 


Paragraphs 12 and 13 of Article 117 of Regulations No. 3, 
relative to production, tax payments, etc, of industrial 
alcohol, and the manufacture, sale and use of denatured 
alcohol, effective April 1, 1931, as amended by Treasury 
Decision No. 9, effective Jume 3, 1932, and Treasury Deci- 
sion No. 16, effective August 2, 1933, are rescinded by 
Treasury Decision 4507, XIV-2-7258 (p. 21), and the fol- 
lowing is substituted in lieu thereof: 


Containers of products other than completely denatured alcohol shall 
not be branded as such, nor shall such products be advertised, shipped, 
sold, or offered for sale as completely denatured alcohol. 

Supervisors shall instruct all field officers under their direction to warn 
proprietors of garages, paint shops, hardware stores, and other retail 
dealers guilty of such practices, to immediately discontinue the same, and 
that any one failing to do so shall be reported to the proper United 
States Attorney for prosecution. 


[Signed by Chas. T. Russell, Acting Commissioner of 
Internal Revenue, and approved January 5, 1935, by T. J. 
Coolidge, Acting Secretary of the Treasury.] 


Subparagraph (b) of Paragraph 20, Article XVII, Regu- 
lations 18, relating to manufacture of malt liquors and 
tax payment thereon, is amended by T. D. 4513, XIV-3-7266 
(20), to read as follows: 


Par. 20 (b). Unless the Commissioner shall, in any case, authorize 
the cancellation of stamps in some other manner, the brewer must, prior 
to affixing the stamp to the package, cancel it by perforating therein 
the name under which he conducts business, or some suitable abbrevia- 
tion thereof to be approved by the Supervisor, and the date when 
canceled. If the initials of a brewer are adequate for identification, the 
Supervisor may, in his discretion, approve the use of such initials for the 
perforation of beer stamps. When beer stamps are perforated with initials 
of the brewer, the permit number, if any, must also be perforated in 
the stamps. The date of cancellation may, if preferred, be indicated 
by numerals, signifying the number of the month, the day of the month, 
and the last two figures of the number of the current year, as, for 
example, 3-21-33, meaning March 21, 1933. The perforations must ap- 
pear on the right or left margin of the stamp at a sufficient distance 
from the central portion to prevent obliteration of the perforations 
when the spigot is driven. through the stamp. 


Treasury Decision 4498, approved November 28, 1934, 
amending Paragraph (1) of Article 3, of Regulations No. 
13, under the provisions of Joint Resolution approved June 
18, 1934, is amended by Treasury Decision 4509, XIV-3- 
7263 (19), by adding the following: 


That upon application by any distiller, rectifier, or wholesale liquor 
dealer, the supervisor of the district in which the plant of such distiller, 
rectifier, or wholesale liquor dealer is located may, by the issuance of 
an appropriate permit, authorize (a) the use, until March 15, 1935, for 
packaging distilled spirits generally, of glass containers not marked as 
required by these regulations where such containers were manufactured 
for such distiller, rectifier, or wholesale liquor dealer prior to July 13, 
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1934, and have blown therein the name or trademark, or a brand name, 
of such distiller, rectifier, or wholesale liquor dealer, and/or (b) the use 
until March 15, 1935, for packaging liqueurs, cordials, bitters, gin fizzes, 
and such other specialties as may be specified from time to time by the 
Commissioner, a glass containers of distinctive shape or design not 
marked as required by these regulations, where such containers were 
procured by such distiller, rectifier or wholesale liquor dealer prior to 
July 13, 1934. 


Tax-Exempt Securities 
(Continued from page 77) 


long been known to be in favor of eliminating this 
exemption, however, so that whatever the results 
of its investigation may be, the question is likely to 


remain as it now stands for a considerable time to 
come. 


In connection with this matter of tax-exemption 
it may be of interest to note just what this advan- 
tage means in figures to taxpayers of various income 
brackets. The table herewith presented is an at- 
tempt to show the value of this feature in terms 
of yield and may prove useful as a guide to those 
who are considering tax-free securities as an invest- 
ment. The table is not exhaustive but is believed to 
be sufficiently inclusive and reliable for all practical 


purposes. Its use might best be explained by an il- 
lustration: 


Taxpayer “A” has an annual income of $50,000 
subject to Federal normal and surtax. He has addi- 
tional funds to invest and finds that he can buy cer- 
tain 31%4 per cent tax-free bonds at a price to yield 
5.40 per cent. Under the 3% per cent Coupon Rate 
column on a line with his income of $50,000 he finds 
that the tax-exemption feature of these bonds is 
worth 1.80 per cent to him. Adding 1.80 per cent to 
his yield of 5.40 per cent gives 7.20 per cent, which 
is approximately the rate which he would have to 
obtain from taxable bonds in order to offset the ad- 
vantage contained in the tax-free bonds. 


The Wall Street Journal is the source of the text of the 
following letter, said to have been received by the Bureau 
of Internal Revenue: 


Secretary of the Treasury, U. S. Treasury Department, 
Washington, D. C.: 


Gents.—The inclosed form, on which I am asked to make a record 
of my income for the last fiscal year, is returned to you with my 
respects and my deepest appreciation of this subtle form of flattery. 
I was particularly impressed by its resurrections of old forms and figures 
of English speech, such as “‘compensation from outside sources,” ‘net 
profit received,” “income from rents,” “interest on bank deposits,” &c. 


The question I got a great laugh out of was, “Were you during the 
taxable year supporting in your household one or more persons related 
to you?” Boy, that’s a honey. 

Say, Mister Secretary, you would be surprised. There are so many 
persons closely related to me staying at my house that I am what you 
would call surrounded. Only the other day, three more distant cousins 
of my wife’s blew in, making a new high for the movement. And one 
of them brought a friend. 


For the last four years my house has been full of strangers, all claim- 
ing to be my cousins or aunts or something. I can’t identify half of 
them, and what burned me up was when my wife’s Uncle Jerry, who 
has been living with us for a year, slapped me on the back the other 
day and asked, “Haven’t I seen you some place before?” 


The blank says it will allow me $400 for each dependent relative, 
and I would say the Government is overpricing them, as I would trade 
the entire lot for $11 and throw in a pair of bicycle pants and a magic 
lantern. (Two of my wife’s aunts you can have for the asking.) 


Heigh-ho and lackaday! The blank also asks me to “describe your 
business as provided in Item 2,” and I am glad to answer, ‘‘Lousy 
Mister Secretary, lousy.”” And it asks me to “enter on line 1 of 
Schedule A my total receipts.”” I wish you would stop joking, Mister 
Secretary. Fun is fun, but enough is enough, and you can carry any- 
thing too far. 


Then you say something about allowance for “obsolescence, de- 
preciation and depletion.” That’s where I come in. As an American 
business man, I am a study in obsolescence. I am depleted, deflated, 
depressed, denatured, denounced, deranged and dejected. And so is 
my old man. Yours in a barrel, 


(Signed) 
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Rulings of the Bureau of Internal Revenue 
Federal Income Tax 


Assessments Against Bank Stockholders—Deductions.— 
Where a bank is in liquidation and assessment is made 
against the stockholders because of their statutory liability 
under the State banking law, the assessment is deductible 
in the year in which paid by a stockholder who keeps his 
accounts and computes his income on the cash receipts 
and disbursements basis. Where the accounts of a stock- 
holder are kept on the accrual basis and his net income is 
computed on that basis, such an assessment is deductible 
in the year of assessment provided liability is admitted 
rather than denied or contested. If liability is denied or 
contested, the assessment is deductible when liability is 
finally admitted or adjudicated—I. T. 2843, XIV-1-7227 
(p. 3). 


Charitable Distributions—Basis for Applying 15 Per Cent 
Deduction Limitation Under the Revenue Act of 1932 and 
Prior Acts.—The base for the computation of the 15 per 
cent limitation on the deduction for charitable and other 
contributions is gross income less all permissible deduc- 
tions except contributions, regardless of whether the tax is 
computed under the capital net gain or capital net loss 
provisions of the Revenue Act of 1932 and prior Revenue 
Acts. 

G. C. M. 11324 (C. B. XI-2, 267) is modified in so far as 
it recommends that I. T. 2104 (C. B. III-2, 152) be modi- 
fied. Recommended that I. T. 2668 (C. B. XI-2, 268) be 
revoked; that 1. T. 2104 be reinstated; that any other rul- 
ings inconsistent with this memorandum be modified to 
conform herewith; and that the acquiescences in the deci- 
sions of the Board of Tax Appeals in Hallie D. Elkins v. 
Commissioner (24 B. T. A. 572, C. B. X1-2, 3) and Charles J. 
Livingood, Executor v. Commissioner (25 B. T. A. 585, C. B. 
X 1-2, 6) be withdrawn.—G. C. M. 14030, XITI-52-7202 (p. 5). 

[The ruling above summarized is a consequence of the 
decision of the United States Supreme Court in Helvering 
v. Bliss et al., 55S. Ct., 17 (decided November 5, 1934), hold- 
ing that capital gains should be included in determining 
the base upon which to compute the 15 per cent limitation 
on the deduction allowable for charitable and other con- 
tributions under Section 23(n) of the Revenue Act of 1932 


and the corresponding provisions of prior Revenue Acts.— 
Editor. | 


In view of G. C. M. 14030 [above] I. T. 2668 (C. B. XI-2, 
268), which modified I. T. 2104 (C. B. III-2, 152) pursuant 
to G. C. M. 11324 (C. B. XI-2, 267), is revoked and I. T. 
2104 is reinstated. Any other rulings which are inconsist- 
ent with G. C. M. 14030 are revoked or modified accord- 
ingly.—I. T. 2839, X 11-52-7205 (p. 13). 

Deductions for Taxes—Kentucky Gross Receipts Tax.— 
For Federal income tax purposes, the gross receipts tax 
imposed by the law of the State of Kentucky (enacted by 
the general assembly, special session, 1934, effective July 
1, 1934, and expiring June 30, 1936), is deductible as a tax 
under Section 23(c) of the Revenue Act of 1934 by the 
vendor at retail, the payor of the tax, provided the amount 
collected by him as taxes has been included in his gross 
income and the tax has not been refunded to him, has not 
been added to or made a part of his business expense, or 
otherwise used to reduce his net income. 


In the case of a vendor whose books are kept on the 
accrual basis, the amount of the tax accrued during the 
period covered by his Federal income tax return, less 
the 3 per cent allowance granted the vendor under section 4 
of the gross receipts tax act, may be deducted in deter- 
mining his net income. If the vendor’s books are kept on 
the cash receipts and disbursements basis, only the amount 
of the tax actually paid during the period covered by his 
Federal income tax return may be deducted in determining 
his net income.—I. T. 2840, XIII-53-7213 (p. 2). 


Depreciation Allowance—Explanation of Application of 
Treasury Decision 4422.—The application of Treasury De- 
cision 4422 (C. B. XIII-1, 58) with respect to the method 
of computing depreciation allowance under the Revenue 
Acts of 1921, 1924, 1926, 1928 and 1932 is explained in a 


recent Treasury ruling (I. T. 2838, XIII-52-7201 (p. 4)) as 
follows: 
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Depreciation as it relates to Federal income taxes has during the 
current year become a matter of increasing importance primarily because 
of the fact that in its consideration of revenue legislation Congress 
during the last session considered reducing the allowable depreciation 
deductions of all taxpayers by an arbitrary 25 per cent for the years 
1934, 1935, and 1936. This measure was not enacted, however, largely 
due to assurances of the Treasury Department that approximately the 
same results in revenue could be obtained through administrative meas- 
ures and with no discrimination against those taxpayers who have claimed 
only reasonable allowances for depreciation in their income tax returns, 

Following the assurances to Congress of careful administration of the 
depreciation provisions of the Revenue Acts the Department issued 
Treasury Decision 4422, supra, on February 28, 1934, and later the 
Bureau issued Mimeograph 4170 (C. B. XIII-1, 59) which sets forth in 
detail the information required in support of depreciation deductions. 
The principal change in the established procedure is the requirement 
that full and complete information with respect to the past history of 
depreciable property accounts must now be furnished by those taxpayers 
whose income tax returns indicate that deductions from gross income on 
account of depreciation have been in excess of reasonable amounts. 

It is desired that the provisions of Treasury Decision 4422 be ad- 
ministered with the least possible effort and expense on the part of tax- 
ayers and with this end in mind three classes of taxpayers will not 
os required to furnish additional information’ with respect to the de- 
preciation deductions in those income tax returns now under considera- 
tion. The three classes are (1) those taxpayers whose returns show net 
losses after appropriate adjustments, (2) those taxpayers whose returns 
indicate clearly that only reasonable amounts of depreciation have been 
claimed, and (3) those taxpayers whose returns indicate that the de- 
preciation deduction is a very minor factor. All agents of the Bureau 
have been instructed to examine carefully income tax returns and 
related files before requesting taxpayers to file the information called 
for under the provisions of Treasury Decision 4422, in order to obviate 
unnecessary expense on the part of taxpayers whose returns fall within 
these three classes. It is obvious, therefore, that taxpayers are not 
required to take any action at this time in connection with the require- 
ments of Treasury Decision 4422 unless specifically requested to do so 
by an agent of the Bureau. 

The primary object of any depreciation determination is to recover 
the cost of depreciable property through reasonable annual charges over 
the useful life of the property. To accomplish this it is necessary to 
know the cost of the assets and approximately how long they will 
remain in use. In view of the fact that the estimated life of property 
is usually based on experience and because of the fact that changing 
conditions often alter previoits estimates, it is necessary periodically 
to make adjustment in the estimated life. In order that this may be 
done in a reasonable manner, the Bureau is requesting many taxpayers 
to furnish schedules of depreciation which call for the cost or other 
basis of the property now in use together with an analysis of the 
depreciation reserve account. Where this information is compiled, it 
will then be possible to determine the allowable depreciation deductions 
under the provisions of Treasury Decision 4422 and with the basis 
once established it will not ordinarily be necessary to make further 
changes for a considerable period of time. 

In compiling these schedules taxpayers should understand that no 
definite form is required by the Bureau, the rule being that any form 
of schedule that conforms to the method of accounting used and sets 
forth fully the information required is satisfactory. In view of the 
fact that the primary purpose of the depreciation schedule is to furnish 
a picture of the past history of the asset and reserve accounts, obviously 
the form of schedule which will best show this picture is the one to use. 

After the schedule has been prepared, it then becomes necessary for 
the taxpayer to determine a reasonable basis for recovering the remain- 
ing cost of the assets over their remaining useful life. Where only 
one asset is involved the problem is simple and is largely a matter of 
judgment, but in large concerns with a multitude of depreciable assets 
the problem becomes more complex. In such cases, however, accurate 
results can be obtained through the application of depreciation rates 
based on weighted average lives, and it is not considered necessary 
for taxpayers to incur the expense of breaking down the asset accounts 
into individual items or to establish plant ledgers or other costly methods 
of recording the property accounts in order to determine reasonable 
depreciation allowances under the provisions of Treasury Decision 4422. 

If in any case a taxpayer is in doubt as to what may be required 
in this connection, the matter should be taken up with the local internal 
revenue agent in charge or with the Bureau in Washington. 


Import Duties Paid by Importer on Alcoholic Beverages 
—Deduction for Federal Income Tax Purposes.—The im- 
port duties imposed on spirits, wines, beer, and other bev- 
erages under Schedule 8 of Subtitle 1 of the Tariff and 
Related Provisions (chapter 3, Title 19, section 121, U. S. C. 
A.) are deductible as a tax by the importer who pays the 
duty. In the event the duty is paid by an individual con- 
sumer on such articles imported by him for his own use, 
the amount is deductible as a tax in his Federal income tax 
return; but if, as an ultimate purchaser, he acquires the 
imported article on which the duty has been previously 
paid, the amount of the duty to him is merely an additiona! 
cost of the article purchased.—I. T. 2845, XI V-2-7240 (p. 2). 


Losses—Deductions by Depositors or Stockholders in 
Closed Banks.—The following information relating to de- 
ductions from gross income for income tax purposes by 
reason of losses incurred by depositors in or stockholders 
of closed banks was contained in Press Release No. 49, 
issued by the Bureau of Internal Revenue: 

Where a bank is in charge of a conservator for the purpose of 
reorganization, and is not being liquidated, no determination can be 
made with respect to the worthlessness of the deposits. If the bank 
has reopened and the depositors have waived a percentage of their 
deposits for which they receive an interest in certain assets of the bank 
placed in trust for their benefit, no determination can be made with 
respect to the worthlessness of the portion of the deposits waived, until 
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such time as the liquidation of the trusteed assets is completed, and 
it can be determined what amount will be realized by the depositors. 


Where a bank is in the process of liquidation and the receiver or 
other official in charge has issued a statement indicating the final 
approximate per cent of the deposits to be paid to the depositors, a 
depositor will be allowed a deduction as a bad debt the amount of his 
deposit in excess of the amount to be received on final distribution. 
Any distribution received subsequently by a depositor of the amount 
deducted in his return as a bad debt, should be reported by the 
depositor as income for the year in which such distribution is received. 


Where a bank is in process of liquidation and a statement indicating 
the final approximate per cent of the deposits to be paid to the depositors 
cannot be secured from the official in charge of the liquidation of the 
bank, no deduction for the portion of the deposit considered worthless 
will be allowed in the absence of clear and convincing evidence estab- 
lishing the worthlessness of such portion. The same consideration will 
be given the taxpayer’s claim for the deduction, as in the case of a 
deduction for a similar bad debt. 


Stockholders’ Losses 


If stock of a corporation becomes worthless, the cost or other basis 
may be deducted by the owner for the taxable year in which the stock 
became worthless, provided a satisfactory showing of its worthlessness is 
made, as in the case of bad debts. A showing that an insolvent bank 
is in process of liquidation and is not in process of reorganization, and 
by reason of the assets of the bank being insufficient to pay the creditors, 
the additional liability provided by the banking law has been assessed 
against the stockholders, is a satisfactory showing of the worthlessness 
of the stock of the bank for allowance of a deduction by the stockholders 
of the cost or other basis of such stock. The amount paid by stockholders 
because of their additional liability assessment is deductible by a 
taxpayer making his return on the cash receipts and disbursements 
basis in the year of payment. A taxpayer making returns on the accrual 
basis should accrue and deduct during the year in which the assessment 
is levied the amount thereof if accepted by him as a liability, as dis- 
tinguished from a denial or a contest of the alleged liability. if liability 
is denied or contested, the assessment is deductible when liability is 
finally admitted or adjudicated. Any voluntary assessment paid by a 
stockholder, as distinguished from a statutory assessment levied by law 
and paid by the stockholder, where the stockholder retains his old stock 
or receives new stock, in order to assist in the reorganization of a bank, 
constitutes additional cost of stock in the bank, and is not deductible. 


Losses Sistained by a Trust Company from Sales of 
Stock—Limitation on Allowance.—The deduction for losses 
by a trust company from sales of stock is subject to the 
limitation on capital losses prescribed by Section 117(d) 
of the Revenue Act of 1934.—I. T. 2844, XIV-1-7228 (p. 8). 


Partnerships—Computation of Tax for Calendar Year 
1934 by Members of a Partnership with a Fiscal Year Be- 
ginning in 1933.—The tax of an individual member of a 
partnership filing his return on a calendar year basis for 
1934, the partnership having a fiscal year beginning in 1933, 
is to be computed by applying to the sum of his distribu- 
tive share of the net income of the partnership computed 
in accordance with Section 188(b) of the Revenue Act of 
1934 and his net income for the calendar year 1934 from 


all other sources the tax rates provided by the Revenue 
Act of 1934.—I. T. 2837, XIII-52-7200 (p. 2). 


Railroad Employee Annuity Deductions — Taxation of 
Annuities Received by Railroad Employees.—The amount 
(2 per cent) deducted from the compensation of employees 
of carriers under the provisions of the Railroad Retire- 
ment Act (Public, No. 485, Seventy-third Congress, 48 Stat., 
1283) for the purpose of establishing a retirement fund 
should be reported as taxable income, for Federal income 
tax purposes, in the return of the employee for the year 
in which the deduction is made. 

The annuity received by a retired railroad employee is 
not subject to Federal income tax.—I. T. 2842, X1V-1-7226 
(p. 2). 


Trusts—Taxability of Income Therefrom.—Three testa- 
mentary trusts provided for the payment of fixed amounts 
yearly to certain beneficiaries. The payments were to be 
made absolutely and without any contingency, were not 
dependent upon the amount of income of the trusts for 
any particular year, but constituted a charge against both 
income and principal. The will further provided that if 
the income of the trusts exceeded the fixed annual pay- 
ments such excess was also to be paid to the named 
beneficiaries. 


It is the opinion of the General Counsel’s Office that to 
the extent that the annual income of each of the trusts 
does not exceed the fixed annual payment to be made by 
the trustee to the beneficiary thereof, such income is tax- 
able to the trustee and not to the beneficiary; but to the 
extent that the income from each trust exceeds such fixed 
annual payment, it is taxable in each case to the beneficiary. 


—G. C. M. 13799, XITI-52-7203 (p. 7). 
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Miscellaneous Taxes 


Check Tax.—Checks drawn by county agricultural soci- 


eties in Minnesota are subject to the check tax.—S. T. 793, 
XIII-53-7218 (p. 20). 


Stamp Tax on Deeds of Conveyance.—An oil and/or gas 


lease in Kentucky is taxable as a conveyance of realty.— 
S. T. 794, XITI-53-7219 (p. 21): 


“First Domestic Processing” Under Section 60214 of the 
Revenue Act of 1934.—The mixing of sunflower oil with 
olive oil or peanut oil in the United States on or after 
the law became effective (May 10, 1934, 11:40 a. m., eastern 
standard time) for the production of a salad oil intended 
for sale is the “first use” of the sunflower oil in the “manu- 
facture or production of an article intended for sale,” with- 
in the meaning of section 602%% of the Revenue Act of 
1934, and article 1 (k) of Regulations 48, and, therefore, 
constitutes the “first domestic processing” of the sun- 
flower oil. The processor is subject to tax at the rate of 
3 cents for each pound of sunflower oil used in the mix- 
ture.—S. T. 791, XIII-52-7209 (p. 24). 

It is held that where “framing” immediately precedes 
pressing, cutting, or wrapping of the soap it does not con- 
stitute a part of a “continuing use” with respect to soap 
in frames on the effective date of the Act (May 10, 1934, at 
11:40 a. m., eastern standard time) ready for pressing, cut- 
ting, or wrapping, and is not, therefore, subject to the 
processing tax imposed by section 602% of the Revenue 
Act of 1934. However, where the “framing” does not im- 
mediately precede pressing, cutting, or wrapping of the 
soap and there is an intervening chemical or mechanical 
step, the processing is not complete. In such case, the 
“framing” is a part of the “continuing use” with respect to 
soap in frames on the effective date of the Act. 

This ruling is supplemental’? to, but not in conflict with, 
G. C. M. 13918 (1. R. B. XTTT-48, 20). 





Court Decisions 


Affiliated Corporations—Refund of Taxes Paid by Parent 
Corporation.—Parent corporation assuming liability for and 
voluntarily paying taxes shown in a consolidated return 
filed by it for the years 1921 and 1923 is not entitled to 
a refund of a part of such taxes on the ground that a 
separate assessment should have been made against one 
of its subsidiaries, determined by the Commissioner not 
to have been affiliated during those years.—U. S. District 
Court, Middle District of Penn., in Charles Dorrance and 
Reynolds Bedford, Receivers of the Temple Coal Company, 
v. David W. Phillips, Collector of Internal Revenue, Twelfth 
District of Pennsylvania. No. 2357. October term, 1929. 


Association Distinguished from Trust.—Trust operated 
by petitioners as trustees was an “association” within the 
meaning of Section 2 (a) (2), Revenue Acts of 1924 and 
1926, where it operated a golf course for profit under a 
lease from a corporation to which such golf course had 
been sold by petitioners in exchange for all of its stock. 
Dividends upon said stock received by petitioners in 1924- 
1926 were taxable income in such years.—U. S. Circuit 
Court of Appeals, Ninth Circuit, in T. A. Morrissey and 
James M. O’Brien, Trustees of an Express Trust, known as 
IVestern Avenue Golf Club v. Commissioner of Internal Reve- 
nue. No. 7364. 

Unpublished memorandum decision of the Board of Tax 
Appeals affirmed. 


Compensation for Relinquishment of Lease—Tax Lia- 
bility—Sum received by lessee in 1928 for cancellation of 
lease was not taxable in full where the lease was shown 
to have had a value on March 1, 1913, in excess of payable 
rent, consisting of the value of its renewal features.—U. S. 
Circuit Court of Appeals, Fourth Circuit, in Manchester 
Board & Paper Company, Inc. v. Commissioner of Internal 
Revenue. No. 3719. Circuit Judge Northcott filed a dis- 
senting opinion. 


Board of Tax Appeals decision, 29 BTA 108, reversed. 


1G. C. M. 13918 held that “* * * that the ‘first use’ of cocoanut oil 
in the manufacture or production of soap is a continuing use which 
is not completed until everything has been done to produce such soap 
except the pressing, cutting, or wrapping of the bars of soap; or the cut- 
ting and packing of chip soap or flakes; or the compression into, and 
packing of, bead soap; or any other substantially similar preparation of 
the soap in its commercial shape or form.” 


= ar at om = 





ent 
and 
urn 
| to 
toa 
one 
not 
rict 
and 
ny, 
lf th 
0. 


ited 
the 
and 
roa 
had 
ack. 
924- 
cuit 
and 
1 as 
eve- 


Fax 


Lia- 
1 of 
wn 
able 
ae 
ster 
rnal 
dis- 









February, 1935 


Condemnation Awards—Tax Liability—Profit realized 
from a condemnation award was taxable income to the 
recipient in 1929 when received, and not in 1926, the year 
in which the property was taken, where the amount to be 
received was not certain until 1929.—U. S. Circuit Court 
of Appeals, Second Circuit, in Patrick McGuirl, Inc., v. Com- 
misstoner of Internal Revenue. 

Unpublished memorandum decision of the Board of Tax 
Appeals affirmed. 


Consolidated Returns—Net Losses.—Where, according 
to the stipulation of the parties, the property of an affiliate 
was taken over and operated by the parent company in 
December, 1925, without agreement as to payment therefor 
and without agreement as to the terms under which the 
property should be used, a net loss of the consolidated 
group in 1925 was deductible in a consolidated return for 
1926, where such net loss was attributable to the affiliate, 
and where the entire net income for 1926 was attributable 
to the property of the affiliate so operated.—U. S. Circuit 
Court of Appeals in American Pacific Whaling Company, a 
Corporation, v. Commissioner of Internal Revenue. No. 7365. 

Unpublished memorandum decision of the Board of Tax 
Appeals reversed. 


Corporation Distributions.—Taxpayer corporation is held 
to have realized a taxable profit upon transfer of shares 
of stock to another corporation, the transfer having been 
effected by declaring a dividend payable in such shares to 
the stockholders, who, four days later transferred the stock 
to the purchaser corporation. The disposition of the stock 
was in reality a sale by the taxpayer through its stock- 
holders acting as its agents. 

In appeal from Board decision, Court decides point not 
raised before the Board but urged before the Court for 
the first time, the question being one of law upon the 
admitted facts—U. S. Circuit Court of Appeals, Fourth 
Circuit, in Guy T. Helvering, Commissioner of Internal Reve- 
nue, v. General Utilities and Operating Company. No. 3720. 

Board of Tax Appeals decision, 29 BTA 934, reversed. 


Deductions from Gross Income.—Where widow agreed 
in 1912 to release her deceased husband’s estate from all 
her claims to payment of an annuity under the will, and 
her grandsons, residuary legatees, agreed jointly to pay her 
a sum of money monthly for life, such monthly payments 
assumed to be made by petitioner upon its organization 
in 1926 in consideration of the transfer to it of certain real 
estate owned by the grandsons, its sole stockholders, were 
not deductible from petitioner’s income for 1926, 1927, and 
1929, each monthly payment constituting a capital expenditure 
no part of which may be denominated interest.—U. S. Cir- 
cuit Court of Appeals for the District of Columbia in Cor- 
bett Investment Company v. Guy T. Helvering, Commissioner 
of Internal Revenue. No. 6218. 

Unreported memorandum decision of the Board of Tax 
Appeals affirmed. 
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Unpublished memorandum decision of the Board of Tax 
Appeals reversed. 


Federal Estate Tax.—Where decedent in 1918 had trans- 
ferred to a trust stock in a family corporation, retaining no 
control over the shares, but retaining the dividends for 
her own life, with power to appoint a beneficiary who 
should receive the income for his life, no part of the trust 
property was includable in her gross estate upon her death 
in 1927, where by will the decedent had appointed her 
husband to receive the income from the trust for his life. 
—U. S. Court of Appeals for the District of Columbia in 
Guy T. Helvering, Commissioner of Internal Revenue v. Wal- 
demar R. Helmholz, as Sole Devisee and Legatee under the 
Will of Irene C. Helmholz, Deceased. No. 6219. 

The above decision affirmed that of the Board of Tax 
Appeals, 28 BTA 165. 


Federal Taxes on Alcoholic Liquors in Application to 
State Liquor Stores.—Commonwealth of Pennsylvania and 
its agents engaged in the operation of State liquor stores 
were amenable in 1934 to Federal statutes imposing a floor 
tax and other license fees and taxes upon alcoholic liquors, 
the principle of State immunity from Federal taxation hav- 
ing no application to such nongovernmental enterprises. 
—U. S. District Court, Middle District of Penn., in Com- 
monwealth of Pennsylvania, ex rel. William A. Schnader, 
Attorney General v. Alvin F. Fix, David L. Lawrence, and 
Leo C. Mundy, Collectors of Internal Revenue. No. 1092. 
January term, 1934. 
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Where taxpayer secured the cancellation of its stock- 
selling contract held by its agent, by purchasing all of the 
stock of such agent and by causing its reissuance to dummy 
stockholders who voted to cancel the stock-selling contract, 
after which the agent was dissolved, the price paid for the 
agency stock was deductible by the taxpayer in 1926 when 
the transaction was consummated, as a loss sustained in 
business, and the net loss resulting from such deduction 
was deductible in 1927, where the taxpayer realized from 
such transaction nothing more than the cancellation of 
the contract.—U. S. Circuit Court of Appeals, Second Cir- 
cuit, in Guy T. Helvering, Commissioner of Internal Revenue 
v. Community Bond and Mortgage Corporation. 

Board of Tax Appeals decision, 27 BTA 480, affirmed. 





Where the seven stockholders and directors of one cor- 
poration (parent), who owned all of the capital stock of 
another corporation (subsidiary), sold stock of the sub- 
sidiary to the parent in 1927 and 1928, and more than 30 
days after the sale repurchased the stock, no loss was 
deductible under the specific “wash-sale” provisions of the 
1926 and 1928 Acts, the court holding that repurchase of 
the stock was part of the original plan, which had the 
effect of an option to repurchase.—U. S. Circuit Court of 
Appeals, Second Circuit, in Commissioner of Internal Rev- 
enue v. Benjamin W. Dyer. 
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Fraud Cases—Appeals.—After a verdict of conviction 
upon an indictment charging defendant with willfully and 
knowingly failing to make return of his income for the 
year 1930, the question whether or not the fault of the 
appellant was willful and when it became such (in con- 
nection with a consideration of the statute of limitations), 
being a question determined by the jury from the evidence 
and instructions of the court, cannot be considered on 
appeal, where neither the evidence nor instructions and 
objections thereto are preserved by bill of exceptions.— 
U. S. Circuit Court of Appeals, Ninth Circuit, in J. G. 
Arnold v. United States of America. No. 7584. 


Gift Tax.—Conveyance of property by the decedent to 
his wife in the year 1924, in which conveyance the wife 
joined, was a gift and not a sale of such property for a 
valuable consideration, where her interest in the property 
was that of a wife’s interest in community property.—U. S. 
Court of Appeals for the District of Columbia in Wendell 
W. Fish and Neil H. Marsh, Executors of the Estate of H. H. 
Fish, Deceased, v. Guy T. Helvering, Commissioner of Internal 
Revenue. Wendell W. Fish et al., Beneficiaries, Estate of 
H. H. Fish, v. Guy T. Helvering, Commissioner of Internal 
Revenue. Nos. 6138, 6139. 

This decision affirms on this issue the decision of the 
Board of Tax Appeals, 27 BTA 1002. 


Income Received by a Nonresident Alien from a Trust 
Created in the United States.—Income received by a non- 
resident alien from a trust created in United States, the 
income consisting of interest received by the trust on 
deposits with United States factors, brokers, and invest- 
ment bankers is taxable, not representing interest paid 
to her on deposits with United States banks.—U. S. Court 
of Appeals for the District of Columbia in Anne Vonder- 
muhll v. Guy T. Helvering, Commissioner of Internal Revenue. 
No. 6246. 

Board of Tax Appeals decision, 29 BTA 895, affirmed. 


Income from State Subdivision—Taxability—Income of 
a township civil engineer representing compensation for 
services rendered the township relative to engineering mat- 
ters, such as construction of streets, sewers, etc., was exempt 
from Federal taxation in 1927-1930, such work being es- 
sentially a governmental function.—U. S. Court of Appeals 
for the District of Columbia in Edmund R. Halsey v. Guy 
T. Helvering, Commissioner of Internal Revenue. No. 6151. 

Decision of the Board of Tax Appeals, 28 BTA 1212, 
reversed. 


Interest Payments on Installment Sale of Property—Tax 
Liability—Where husband and wife sold on “land con- 
tract” real estate held by them as tenants by the entirety 
under the laws of Michigan, interest payments on deferred 
installments under such contract received by them in 1928- 
1929 were taxable wholly to the husband.—U. S. Circuit 
Court of Appeals, Sixth Circuit, in Commissioner of Internal 
Revenue v. John H. Hart. No. 6573. 

Decision of Board of Tax Appeals, 27 BTA 528, reversed 
and remanded. 


Losses.—Loss deduction by bank for 1930 on bonds writ- 
ten down by direction of national bank examiner, was 
allowable, since the bank was obliged to follow the ex- 
aminer’s orders.—U. S. Circuit Court of Appeals, Fourth 
Circuit, in Citizens National Bank of Orange v. Commissioner 
of Internal Revenue. No. 3692. 

Unpublished memorandum decision of Board of Tax 
Appeals reversed. 


Net Losses.—Where corporation was organized April 8, 
1919, and made return for the period ending December 31, 
1919, showing a net loss, it was entitled to deduct such loss 
from its net income for the succeeding taxable year al- 
though it was not in existence and had no net income for 
the preceding taxable year (1918). U.S. Circuit Court of 
Appeals, Sixth Circuit, in C. F. Routzahn, Collector of In- 
ternal Revenue, Eighteenth District of Ohio, v. The Crowell 
& Little Construction Company. No. 6535. 

The above decision affirmed that of the District Court 
which in effect reversed a decision of the Board of Tax 
Appeals, 3 BTA 829. 


Partnerships—Recovery of Taxes——Where an overpay- 
ment of income taxes for the years 1917 to 1921, made by 
certain members of a partnership, was with their consent 
applied against taxes due from another partner, the Court 
denies recovery of the credited taxes, on the ground that 
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the partners were separate taxpayers, and that the credit 
was illegal. The Court adds that it would be inequitable 
and unconscionable to allow recovery at this time when 
the statute has apparently run against collection of the 
tax from the other partner. U.S. Court of Claims in Georges 
Klotz and Henri Klotz v. The United States. No. M-212. 


Recovery of Interest on Tax Overpayments.—Where the 
Commissioner denied affiliation, finding an overpayment of 
1919 taxes in favor of one of the corporations and a de- 
ficiency against another, and where at the request of the cor- 
poration entitled to the refund, such overpayment was 
credited against taxes due from the other corporation, 
interest is recoverable on the overpayment from the date 
of overpayment to the date the Commissioner approved 
the schedule. The authority in the law for crediting over- 
payments against additional taxes due contemplates that 
the credit authorized be made against taxes due from the 
taxpayer making the overpayment and does not authorize 
crediting an overpayment of one taxpayer against taxes 
due from another. The consent of the overpaying cor- 
poration to such application of the refund did not deprive 
it of interest—U. S. Court of Claims in Ford Motor Com- 
pany, a Corporation v. The United States. No. M-2. 

In a dissenting opinion Judge Whaley says, in part: 

The taxes were never actually ye ages as a matter ‘é fact, less than 
the correct amount of taxes had been collected. The Government has 
never had the use of a dollar of actual overpaid taxes. The theory of 
allowing interest on overpayments is that the Government has had the 
use of the taxpayer’s money and should pay for its enjoyment what it 
is supposed the taxpayer could have made if he had had the use of that 
money. It was never contemplated or intended that interest should be 
allowed on an artificial or piney a py credit, totally lacking any use or 
enjoyment of the funds. I can find no equity or justice in construing the 
facts and applying the letter of the law so that Henry Ford and his son, 
through entire ownership of the stock of this corporation, should receive 
from the Treasury of the United States the enormous sum of over two 
million dollars as interest on a technical or bookkeeping credit when, 
as a matter of fact, the Government has only collected the actual taxes 
due and has not at any period of time had possession or enjoyed the 


use of one dollar of the Fords’ money which was an actual live credit 
or overpayment. 

I am of the opinion that the court should hold that the so-called 
“credit” was formal in character, a bookkeeping credit, and on such a 
——- o interest statute was inapplicable where no actual overpayment 
resulted. 


In my opinion the plaintiff should not recover. 

Recovery of Taxes.—An overpayment of 1928 tax paid 
by an estate on gain from the sale of capital assets was 
recoverable where the Orphans’ Court determined that a 
part of the profit was distributable to the beneficiaries. As 
to such part, the estate was entitled to a deduction under 
Freuler v. Helvering, 215 U. S. 35, and it was taxable to the 
beneficiaries. No estoppel may be invoked against the 
estate merely because the statute bars collection from the 
beneficiaries —U. S. District Court, East Dist. of Penn., 
. Arthur S. Arnold et al. v. United States of America. No. 
17,800. 


Recovery of Tax Refunds.—Section 610, Revenue Act of 
1928, which requires suits by the Government for recovery 
of tax refunds erroneously made to be filed within two 
years after the making of such refund, includes interest 
paid by the Government to the taxpayer on overpayments, 
and is not limited to interest paid by a taxpayer to the 
Government and later refunded.—vU. S. Circuit Court of 
Appeals, Sixth Circuit, in — States of America v. Steel 
Furniture Company. No. 

Decision of District “sy 4 Fed. Supp. 562, affirmed. 


Retail Liquor Dealers’ Excise Taxes.—Section 205, Title 
26, U. S. C. A., levying an annual excise tax of $1,000 upon 
persons carrying on the business of a retail liquor dealer 
in any state or municipality contrary to its laws, is a tax 
imposed upon an unlawful business and operates uniformly 
throughout the country wherever such unlawful business 
is engaged in.—U. S. District Court, No. Dist. of Okla., in 
United States v. Kesterson et al. No. 7887, 8 Fed. Supp. 680. 


Section 701, Revenue Act of 1926, purporting to levy an 
annual excise tax of $1,000 upon persons carrying on the 
business of a retail liquor dealer in any state or munici- 
pality contrary to its laws, is invalid. The so-called tax 
is not a tax but a penalty enacted for the purpose of aiding 
in enforcement of the criminal law of a state, which Con- 
gress had no authority to adopt; nor can such penalty be 
collected by distraint.—U. S. District Court, So. Dist. of 
Georgia, in Eddie Green, Trading as Green’s Beverage Com- 
pany, v. W. E. Page, Internal Revenue Collector of Georgia. 
In Equity, No. 221 
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Retirement of Bonds at Less than Selling Price—Tax 
Liability-——Where a corporation purchased its own bonds 
in 1928 at a price less than the amount at which they 
were sold, and held them in its treasury until 1929 when 
they were delivered to the trustee for cancellation, such 
corporation realized taxable income in the year of pur- 
chase, it having intended at the time to retire the bonds. 
—U. S. Circuit Court of Appeals for the District of Columbia 
in Garland Coal and Mining Company v. Guy T. Helvering, 
Commissioner of Internal Revenue. No. 6233. 

Board of Tax Appeals decision, 28 BTA 348, affirmed. 


Returns by Affiliated Corporations.—The election of one 
member of an affiliated group to file a separate return for 
1927 and 1928 binds the other members of the group to file 
separate returns for 1928.—U. S. Court of Appeals for the 
District of Columbia in Detroit Gear and Machine Company 
v. Guy T. Helvering, Commissioner of Internal Revenue. 
No. 6240. 

Unpublished memorandum decision of the Board of Tax 
Appeals affirmed. 


Statute of Limitation—Where a tax for 1917, assessed 
against a partnership April 1, 1925 (within the limits of 
waivers), was paid by its transferee on July 19, 1927, after 
the statute of limitation on assessment against the trans- 
feree had run, such payment cannot be recovered by the 
transferee where the partnership had filed an abatement 
claim staying collection of part of the tax, because Section 
611, Revenue Act of 1928, provided that payment within 
one year after enactment of the Act (May 29, 1929) of any 
tax which was assessed within the applicable period of 
limitation and before June 2, 1924, should not be considered 
a recoverable overpayment if a claim in abatement had 
been filed and collection of any part of the tax stayed.— 
U. S. Circuit Court of Appeals,- Second Circuit, in Suisman 
& Blumenthal, Inc. v. Robert O. Eaton, Individually and as 
Collector of Internal Revenue for the District of Connecticut. 

Decision of the District Court, 4 Fed. Supp. 763, affirmed. 





Where plaintiff filed a claim for abatement of income 
taxes for 1918, which was rejected because an audit of 
plaintiff's return showed an additional tax in excess of 
the amount shown on the return, recovery is denied of the 
fourth installment of the tax shown on the return, col- 
lected in 1926 after the statutory collection period. Section 
611 precludes recovery of such amount, collection having 
been stayed by the filing of the abatement claim.—U. S. 
Court of Claims in Dungan, Hood & Co., Inc. v. The United 
States. M-116. 

Deficiency notice addressed to executors of a decedent, 
covering his liability as transferee for taxes of a corpora- 
tion, was timely, where mailed within the time specified 
in Section 280, 1926 Act, although it was mailed more than 
one year after the executors’ request for prompt settlement 
of the decedent’s income tax liability. Such request did not 
cover decedent’s liability, as transferee, for another’s taxes. 
—U. S. Circuit Court of Appeals, Seventh Circuit, in Com- 
nisstoner of Internal Revenue v. De Forest Hulburd and Hugh 
McBirney Johnston, Individually and as Executors of and 
Trustees under the Will of Charles H. Hulburd, Deceased. 
No. 5085. October term, 1934, January session, 1935. 

Soard of Tax Appeals decision, 27 BTA 1123, reversed. 





Where a collector erroneously cancelled a bond given to 
support a claim for credit of 1919 taxes against a 1918 tax 
liability, and the credit claim was not sustained, and there- 
after collection of the amount claimed as a credit .was 
demanded and paid after the statute barred collection, such 
payment was recoverable by the taxpayer. Nothing in the 
taxpayer’s conduct estopped it from raising the issue of 
the statute of limitations.—U. S. Court of Claims in WV. A. 
Brewerton and Louis Clements, Receivers for Brewerton Coal 
Company v. The United States. M-333. 


Stock Speculation Costs—Deductions for Dividends Paid 
on Borrowed Stocks in Connection with “Short Sales.”— 
Taxpayers, engaged in the business of buying and selling 
securities, who during 1927 and 1928 sold certain stock 
“short” through brokers, may deduct as ordinary and neces- 
sary business expenses charges made to their accounts by 
the brokers for dividends paid by such brokers on certifi- 
cates that were borrowed for delivery to the purchaser, 


THE TAX MAGAZINE 113 









You can save money in Minimizing your taxes 
and your clients’ taxes by using 


FEDERAL TAX PROCEDURE AND 
APPEALS 


By JAMES CONLON 
























of the District of Columbia Bar and of the Bar of the Supreme 
Court of the United States; including a Treatise on the 
Statutes, the Rulings of Internal Revenue Officials, the De- 
cisions of the Courts, and the United States Board of Tax 
Appeals with Rules of Practice, Procedure, Evidence, and 
Forms; also Chapter on Minimizing Taxes and Tax Avoid- 
ance. 


What others say of it: 


James B. Archer, formerly President of the D. C. Bar 
Association and formerly Special Assistant to the U. S. 
Attorney General: “It is a masterful work on Income, 
Estate and Excise Tax Law and Procedure by a practitioner 
of many years experience.” 


Frank J. Ehrhardt, formerly Special Assistant to the 
Atturney General: “Your work is the greatest in the Tax 
Field. It saves time of the busy Tax Counsel in the prepa- 
ration of a Brief, or an Argument, or an Opinion on any 
question pertaining to Income, Estate, Gift, or Excise Taxes. 
It is a Money-saver to the Taxpayer and a Time-saver to 
Counsel.” 

Charles F. Sanford, Attorney: “It is an outstanding ex- 
position of Income, Estate, Gift and Excise Tax Law and 
Procedure. As a compendium for professional use, and as a 
readable document for the layman, it will adorn any library.” 


In one Volume of 656 pages, bound in Fabrikoid, price 
$10.00. Order your copy now from 






JAMES CONLON, 
600 F Street, N. W., Washington, D. C. 





SORG 


PRINTING COMPANY 


Financial Printers 


STATISTICAL, LEGAL 
AND CORPORATION 
PRINTING 


+ 


201 Fulton Street, New York 





Please mention Tue Tax Macazine when writing to Advertisers 

































































































































































































































































































































































114 






such charges not constituting additional cost of the stock 
purchased to cover the short sale, as contended by the 
Commissioner.—U. S. Circuit Court of Appeals, Fourth 
Circuit in J. A. Dart v. Commissioner of Internal Revenue. 
Joseph A. Dart, Administrator, Estate of Elizabeth C. Dart, 


(Mrs. J. A. Dart), Deceased, v. Commissioner of Internal 
Revenue. Nos. 3665, 3666 


Board of Tax Appeals decision, 29 BTA 125, reversed. 


Tax Liability—Determination of Excessive Tax Assess- 
ment by Court Where Taxpayer Presented No Evidence 
Before Board of Tax Appeals as to Correct Tax Liability. 
—The Supreme Court holds that the Circuit Court of 
Appeals was correct in reversing the Board’s determina- 
tion of a deficiency, which the Circuit Court found exces- 
sive, even though, in the Board proceeding, the taxpayer 
offered no evidence to show what his correct tax liability 
was. “We find nothing in the statutes, the rules of the 
board or our decisions that gives any support to the idea 
that the commissioner’s determination shown to be without 
rational foundation and excessive will be enforced unless 
the taxpayer proves that he owes nothing or, if liable at 
all, shows the correct amount.”—U. S. Supreme Court in 
Guy T. Helvering, Commissioner of Internal Revenue, v. 
Walter Taylor. No. 289. Oct. term, 1934. 


The above decision affirmed that of the Circuit Court of 
Appeals, 70 Fed. (2d) 619, which reversed a memorandum 
decision of the Board of Tax Appeals. 


In a dissenting opinion, Mr. Justice Stone says: 


As respondent failed to establish any amount by which the deficiency 
fixed by the Commissioner should be reduced, the Board of Tax Appeals 
was without authority, under the statute defining its a ears from 
disturbing the determination of the Commissioner, c. 27, § 274 (b) (e), 
906 (c) (d), 44 Stat. 9, 55, 56, 107; 26 U. S. C., 3 10 48a, 1048c, 1217 
(c) (d). If, under § 906 (d), it was the duty of the Board to dismiss 
the petition and enter on its records a finding that it could not determine 
the amount of the deficiency, these requirements are formal only. Its 
failure to comply with them does not require a reversal of its order 
sustaining the action of the Commissioner or in any case afford ground 
for decision on appeal that the Board should have held the Commis- 
sioner’s determination invalid or that it should now take further evidence. 


Law and Tax Appeal Printing 


An Intelligent - Distinctive Service 








TELEPHONE 
RECTOR 2-3448 


dic 
CSS Inc. 


22 Thames Street 
New York, N. Y. 























Prospectus - Corporation Reports 
And All Forms of Financial Printing 


Specimen copies of Reconciliation and Tie 
Sheets for Federal Trade Forms A-1, D-1, 
D-2, and C-1 sent upon request. 


Operating Continuously Day and Nig 
































THE TAX MAGAZINE 


February, 1935 








Recent New York Tax Laws 


The following amendments to the New York 


State tax laws were approved by the Governor on 
February 16, 1935: 


Corporation Franchise Tax—Article 9A—Business Cor- 
porations.—Chapter 37 (A. Int. 815, Pt. 1196) imposes a 
temporary increase of 1% per cent in the tax rate, for the 
year beginning November 1, 1936, the rate as increased 
being 6 per cent. Reports after 1935 are required to be 
filed on May 15th instead of July 1, as heretofore. 

Corporation Franchise Tax—Article 9.—Chapter 38 (A. 
Int. 880, Pt. 1162) increases the tax on life insurance 
companies from 1 per cent to 1 and % per cent of pre- 
miums; requires corporations subject to Sections 184, 185, 
186, 187 and 189 to file quarterly reports instead of annual 
reports. 

Chapter 36 (A. Int. 881, Pt. 917) amends the Insurance 
Law to increase the tax on foreign life insurance companies 
from 1 per cent to 1 and % per cent of premiums. 

Unincorporated Businesses.—Chapter 33 (A. Int. 878, 
Pt. 959) creates new article 16a of the tax law, imposing 
an emergency tax of 4 per cent of the income of unincor- 
porated businesses for the year 1936, based on 1935 income. 

Stock Transfer Tax.—Chapter 42 (S. Int. 618, Pt. 659) 


extends the additional emergency tax on stock transfers 
to June 30, 1936. 

Gasoline Tax.—Chapter 41 (S. Int. 619, Pt. 660) extends 
the emergency tax of 1 cent per gallon on gasoline to 
June 30, 1936. 

Chapter 40 (S. Int. 620, Pt. 661) imposes an additional 
emergency tax of 1 cent per gallon on gasoline for the 
period between April 1, 1935 and June 30, 1936. 

Chapter 48 (A. Int. 431, Pt. 441) defines “persons” for 
the purposes of the gasoline tax law. 

Personal Income Tax.—Chapter 35 (A. Int. 879, Pt. 915) 
increases the tax rate on personal incomes to be 
follows: 

2% of net income not exceeding $1,000. 

3% of net income in excess of $1,000, not exceeding 

$3,000 

4% of net income in excess of $3,000, not exceeding 

$5,000. 

5% of net income in excess of $5,000, not exceeding 

$7,000 

6% of net income in excess of $7,000, not exceeding 

$9,000. 

7% of net income in excess of $9,000. 

Imposes a minimum tax of 2%, with capital gains and 
losses eliminated, and personal exemptions allowed. 

Chapter 34 (A. Int. 814, Pt. 845) imposes a temporary 
emergency tax of 1 per cent on personal income for the 
year 1936, based upon 1935 income. 

Estate Tax.—Chapter 39 (S. Int. 622, Pt. 663) extends 
the emergency estate tax rates for another year. 


as 





Significant Decisions of the Board 
of Tax Appeals 


Basis for Computing Gain or Loss on Sale of Stock.— 
The petitioners are not estopped from claiming as a base 
for computing gain realized in the sale of stock a fair 
market value in excess of the value they, as coexecutors, 
returned the property for estate tax purposes.—May Rogers 
v. Commissioner; Horace S. Tuthill, v. Commissioner; 
Edna May Thrall v. Commissioner, Dec. 8848 [CCH]; Docket 
Nos. 45051, 52448, 52449, 55546. 


Community Property.—Petitioner, a resident of Texas, 
may not divide with his wife for taxation as community 
property in 1923-1925 income received from his separate 
property as bonuses and oil royalties, the opinion stating 
that the question has been fully considered by the Board 
and decided adversely to the taxpayer’s contention in 
E. Michna, 24 BTA 715.—David Hannah v. Commissioner, 
Dec. 8845 [CCH]; Docket No. 41390. 


Compensation Paid by a Municipality—Taxability.— 
Where, under State law and court decisions, an officer of 
a municipality-is not legally entitled to receive compensa- 
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tion in excess of a definitely fixed sum and where no show- 
ing is made as to the degree of direction and control 
exercised by the village board, compensation in excess of 
the fixed monthly compensation is not exempt from Fed- 
eral taxation as compensation of an officer or employee 
of a political subdivision—George M. Stevens v. Commis- 
stoner, Dec. 8851 [CCH]; Docket No. 46342. 


No office of village attorney having been created by 
statute or village ordinance and no showing having been 
made as to the degree of direction and control exercised by 
the village board, it is held that petitioner is neither officer 
nor employee of such village, and compensation received 
therefrom by petitioner in 1926-1927 is not exempt from 
Federal taxation—Melvin L. Griffith wv. Commissioner, 
Dec. 8854 [CCH]; Docket No. 46358. 


Constructive Receipt of Salaries—Where resolution of 
directors restricted corporation, because of involved finan- 
cial condition, from paying in full officers’ salaries, and 
condition of company was such that cash for full payment 
of salaries was not available, only amount of salaries paid 
to officers should be included in their individual incomes 
for 1928, and unpaid balances of salaries originally voted 
were not constructively received.—C. E. Gullett v. Commis- 
sioner; W. J. Gullett v. Commissioner, Dec. 8857 FCCH: 
Docket Nos. 52517, 52518. 


Corporation Distribution—Cash received by the peti- 
tioner in 1930 in cancellation and redemption of preferred 
stock of a corporation did not constitute a taxable dividend 
under Section 115(g), Revenue Act of 1928, a prima facie 
showing having been made, through the stipulation that 
the distribution, cancellation, and redemption was an ordi- 
nary retirement of some preferred stock—Dec. 8834 
[CCH]; Docket Nos. 72711-72714. 


Deductions from Gross Income—Taxes.—In Arthur T. 
Galt v. Commissioner (Dec. 8835 [CCH]; Docket No. 71103) 
it was held that taxpayer on the cash basis is not entitled 
to a deduction on his 1930 return for 1929 real property 
taxes where by reason of the fact that he was unable to 
determine the amount or make payment of the taxes he 
deposited $49,200 with his real estate broker with instruc- 
tions to pay the taxes “as soon as the bill can be obtained 
and the money paid over to the proper legal authorities.” 
With reference to the taxpayer’s contention that by turning 
over the funds to the broker an irrevocable trust was cre- 
ated and that it is immaterial when the trust funds were 
received by the county officials, the opinion by the Board 
says: 

Assuming, without deciding, that the deposit with the brokerage firm 
constituted the establishment of a trust, it still was not a payment of 
taxes. Section 23 (c) of the Revenue Act of 1928 contemplates a pay- 
ment of taxes due to the tax authorities; it specifies ‘‘taxes paid,’ and 
payment is not made when a fund is placed in another’s hands to be 
used to pay the petitioner’s taxes. It is established that petitioner’s 


taxes for 1929 were actually paid in 1931, and = in our opinion, is 
the controlling factor. Cf. Morris Metcalf, 16 B. A. 881. 
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Depletion Allowable on an Oil and Gas Lease Bonus.— 
Depletion which “the applicable statutes allow” (Murphy 
Oil Co. v. Burnet, 287 U.S. 551) to an individual for the year 
1923 is to be computed under the provisions of Section 214 
(a) (10) of the 1921 Revenue Act and the applicable regula- 
tions as interpreted by T. D. 3938, all specifically approved 
in the cited case. And where a bonus was paid in 1923 and 
there was no discovery until 1924, the leased property hav- 
ing been acquired prior to March 1, 1913, the proof of 
fair market value on March 1, 1913, and the “royalties 
expected to be received” is a prerequisite to an allowance 
for depletion.—David Hannah v. Commissioner, Dec. 8845 
[CCH]; Docket No. 41390. 


Estoppel.— Where respondent does not affirmatively 
establish his reliance on taxpayer’s representation or mis- 
representation of fair market value of devised real estate, 
in determining that value as the basis for estate tax, 
equitable estoppel is not established and taxpayer may 
prove that value in a proceeding here, involving deficiencies 
in and overpayments of income taxes arising upon a con- 
veyance of such real estate by the devisee.—Northport 
Shores, Inc. v. Commissioner; Martha M. Hall v. Commis- 
sioner, Dec. 8853 [CCH]; Docket Nos. 64500, 64501. 

Smith dissents. 


Evidence—Rule of U. S. Circuit Court of Appeals for 
the Seventh Circuit Relative to Introduction of a Statement 
of Evidence in the Record.—Under section 2 of Rule 32 
of the United States Circuit Court of Appeals for the 
Seventh Circuit, a statement of evidence is not properly 
includable in the record to be transmitted to the clerk of 
that court, when no error is assigned in the admission or 
rejection of evidence or on the ground that a finding of 
the Board is unsupported by any evidence.—Joseph E. 


Uihlein v. Commissioner, Dec. 8836 [CCH]; Docket 
No. 51234. 


Net Losses—Consolidated Returns.—An affiliated group 
of corporations filed consolidated income tax returns for 
the fiscal years ended November 30, 1928 and 1929. Some 
of the members had been affiliated with other groups of 
corporations for the fiscal year ended November 30, 1926. 
By reason of a change in stock ownership during the fiscal 
year ended November 30, 1927, a consolidated return was 
filed for the period October 15 to November 30, 1927. The 
incomes of the subsidiary corporations for the period De- 
cember 1, 1926, to October 14, 1927, were included in a 
consolidated return which included the income and net 
losses of 13 other corporations for the 12-month period 
ended November 30, 1927. The respondent has determined 
the net incomes and net losses of the subsidiary corpora- 
tions for the period December 1, 1926, to October 14, 1927, 
and in the computation of the ‘deficiencies has held that 
each of the periods,December 1, 1926, to October 14, 1927, 
inclusive, and for October 15 to November 30, 1927, ‘inclu- 
sive, constitutes a “taxable year.” It is held that the 
12-month period ended November 30, 1927, constitutes only 
one “taxable year.” Helvering v. Morgans, Inc., — U. S. — 
(Nov. 5, 1934).—Lefcourt Realty Corporation v. Commissioner, 
Dec. 8846 [CCH]; Docket Nos. 53368, 63126. 


Procedure Before the Board—Amendment of Pleadings. 
—Where a proceeding is reviewed by the Circuit Court of 
Appeals on the merits, the Board’s decision reversed, and 
the case remanded with directions to redetermine petition- 
er’s tax liability upon a specific basis set out both in the 
court’s opinion and in the mandate, the Board is without 
authority thereafter to permit petitioner to amend its plead- 
ings so as to raise new issues, or to give any other or 
further relief—Peavy-Byrnes Lumber Company v. Commis- 
stoner, Dec. 8847 [CCH]; Docket No. 16354. 


Profit from Sale of Land Involving Suit to Perfect Title 
—Year in Which Proceeds are Taxable.—Profit from sale 
of land by petitioner and co-owner in 1923 on the basis 
of cash and promissory notes payable in five years was 
taxable in 1923 where a warranty deed with usual covenants 
was executed and delivered to vendee, although the notes 
contained a stipulation that suit would be brought to perfect 
title to such land. Such stipulation did not make the sale 
conditional—David Hannah v. Commissioner, Dec. 8845 
[CCH]; Docket No. 41390. 


Repossession of Property Sold on Installment Plan— 
Taxable Gain.—On repossession in 1929 of lots of land 
previously sold by petitioner under installment contracts 
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with title remaining in petitioner, it realized taxable gain 
in an amount equal to total cash received less profits previ- 
ously reported plus amount paid purchasers for cancella- 
tion of defaulted contracts——Boca Ratone Company wv. 
Commissioner, Dec. 8852 [CCH]; Docket No. 62215. 

Smith, Trammell, Arundell, McMahon, and Leech agree 
with a dissenting opinion by Turner. 


Sale of Corporation Assets for Shares of Another Cor- 
poration Where Agreement to Refrain from Starting Com- 
peting Business Was Involved—Taxability of Proceeds.— 
(1) By an agreement dated November 1, 1927, the Reid Ice 
Cream Corporation sold its assets to the Borden Co. for 
89,000 shares of Borden’s capital stock and other consid- 
erations * and agreed to deliver to Borden agreements of 


* The other considerations included cash sufficient in amount (1) t 
redeem all of the Reid Co.’s preferred stock at 110 per share plus the 
accrued dividend, and (2) to redeem all of the Reid Co.’s 5-year 6% 
gold notes, and the assumption by Borden of all of the other outstanding 
indebtedness and liabilities outstanding on November 1, 1927. 


several of its stockholders with Borden under which said 
stockholders would enter the employ of the purchasing 
company and refrain from engaging in a similar business 
with any other firm for five years, for which they were 
to receive 7,167 shares of Borden stock. 

(2) Stock received by petitioners in 1927 in exchange 
for employment agreements constituted ordinary income 
of the recipients for that year and not capital net gains.— 
Estate of John D. Beals, John D. Beals, Jr. and Douglas Nich- 
olson, Executors v. Commissioner; Estate of Walter R 
Comfort v. Commissioner; William J. Weller v. Commissioner ; 
Harold W. Comfort v. Commissioner; Robcliff V. Jones wv 
Commissioner, Dec. 8844 [CCH]; Docket Nos. 56389-56393. 


Taxable Income.—During the fiscal year ended June 30, 
1931, the petitioner received a refund of customs duties 
in the amount of $74,856.24, which it had paid and deducted 
from gross income in income tax returns for prior years. 
It is held that the amount recovered constituted a part 
of the petitioner’s gross income for the fiscal year ended 
June 30, 1931, no support being found in the law for the 
argument that the income received is exempt from tax.— 
Houbigant, Inc. v. Commissioner, Dec. 8841 [CCH]; Docket 
No. 74225. 


Partnership of which the petitioners and other individuals 
were members was engaged as counsel by the Board of 
Housing of the State of New York. The services were per- 
formed by one member of the firm, with the help of 
employees of the partnership. It is held that the partner- 
ship was an independent contractor, and that no part of 
the compensation it received for services rendered the 
Board of Housing is exempt from income tax pa rederic C. 
Pitcher v. Commissioner; George H. Englehard v. Commis- 
stoner; Carl S. Stern v. Commissioner; Walter H. Pollak vw. 
Commissioner; Ruth I. Wilson v. Commissioner, Dec. 8842 


pace Docket Nos. 56701- 56703, 56737, 59844- 59848, 70931, 


Transfer of Stock Involving Annuity Payment as Con- 
sideration—Tax Liability Involved—In 1921 petitioners 
Tuthill and Thrall agreed to pay their mother an annuity 
of $16,000 per year in consideration of the transfer to them 
of stock having a fair market value considerably in excess 
of the purchase price of such an annuity. It is held that 
the difference between the amount paid to the annuitant 
prior to her death and the fair market value of the stock 
at the time of transfer constitutes a gift, and that the basis 
for computing gain realized in the subsequent sale of the 
stock by the donees for the years 1925 and 1928 is the 
same as it would be in the hands of the donor.—May Rogers 
v. Commissioner; Horace S. Tuthill, Jr. v. Commissioner; 
Edna May Thrall v. Commissioner, Dec. 8848 [CCH]; Docket 
Nos. 45051, 52448, 52449, 55546. 

Transferees—Tax Liability—A corporation transferred 
its assets either directly to a new corporation or to its own 
stockholders, who in turn transferred the assets to the 
new corporation, the stockholders of the old corporation 
receiving directly from the new corporation stock issued 
by the new corporation. It is held that in either event the 
stockholders of the old corporation are severally liable as 
transferees in equity for the Federal taxes of the old corpo- 
ration for 1919, since in either case the assets received by 
them, whether they be considered the physical assets of the 
old corporation or the stock of the new corporation, had 
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a value in excess of the tax liability in question —Homer 
S. Warren and Charlotte V. H. Warren, Administrators, of the 
Estate of B. T. Van Housen, Deceased v. Commissioner; Mrs. 
C. V. H. Warren v. Commissioner, Dec. 8856 [CCH]; Docket 
Nos. 49319, 50634. 


Trusts.—(1) Where separate properties of husband and 
wife were conveyed in trust for purposes of furnishing 
security in certain business deals of husband, who was 
named as beneficiary under each trust, and later all such 
properties were reconveyed under one trust designating 
husband and wife as beneficiaries under a joint tenancy with 
right of survivorship, it is held that each was entitled to 
one-half of the income of the trust, and, following the death 
of the husband, all of such income was the property of and 
taxable to the wife. 


(2) Where no returns are ever filed by the taxpayer, the 
imposition of 25 per cent penalties is mandatory. Scranton, 
Lackawanna Trust Co., Trustee, Katherine W. Murray Trust, 
29 B. T. A. 698, followed.—Douglas L. Edmonds, Adminis- 
trator, Estate of John IV. Mitchell, Deceased v. Commissioner ; 
Douglas L. Edmonds, Administrator, Estate of Adina Mitchell, 
Deceased v. Commissioner, Dec. 8843 [CCH]; Docket 
Nos. 47516, 66584, 70861. 


Actual Gross Income Versus Taxable Gross 


Income Under the 1934 Act 
(Continued from page 76) 


something away for nothing, or death, could create 
income but it does under the tax law. 

Another variance results from the specific provi- 
sion of the law requiring the inclusion in income on 
the installment sales basis, in the case of a change 
from the accrual basis, of the proportionate part of 
all collections representing profit regardless of the 
fact that in the prior year, on the accrual basis, the 
accrued profit was already reported as part of the 
taxable income, thus duplicating the same income.”* 
Naturally if we were preparing accounting state- 
ments for a client who has already reflected in sur- 
plus, on an accrual basis, the profit on an installment 
sale of a prior year, we could not add to that surplus 
another profit on the same sale. 


Estoppel 


We should not leave this phase of the subject with- 
out making some reference to the tendency of the 
Bureau of Internal Revenue, during the past few 
years, to apply the theory of estoppel. On that basis 
it attempts to tax income in an admittedly incorrect 
year because it was not taxed in the prior correct 
year, against which the Statute of Limitations has 
run. ; 

This is an attempt to overcome the limitations of 
the law with respect to the strict application of a 
method of determining income. It has not been ap- 
plied, however, to deductions, and prior year deduc- 
tions are still disallowed even in cases where the 
Bureau refused to allow them in the year now al- 
leged to be the correct year. 

An attempt has been made to overcome this situa- 
tion in the Revenue Act of 1934 by providing that if 
a taxpayer should fail to include in a tax return an 
amount in excess of 25 per cent of the gross income 

3 Sec. 44(c). 
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shown on the return, which means 20 per cent of 
the correct total gross income, the Statute of Lim- 
itations is extended to five years.24 The extension 
of the period of limitations to five years will not dis- 
pose of all such problems because some cases will 
involve substantial amounts of income but not as 
much as 25 per cent of the gross income reported 
on the return, and in others the facts regarding the 
omission of income may not be developed until after 
the expiration of the five-year period. Neither will 
it dispose of years prior to 1934. 

The extent to which the Bureau of Internal Reve- 
nue may go in taxing income that, so far as the 
merits of the case are concerned, should not be in- 
cluded in the return for the year involved is now 
in the process of determination. By reason of some 
supporting decisions several years ago, the Bureau 
seems to have extended materially the scope of the 
theory of estoppel. One or two recent cases have 
been somewhat less favorable®® to the Bureau of In- 
ternal Revenue, but so far they are all lower court 
or Board decisions. In the course of time, the Su- 
preme Court will, no doubt, pass upon a sufficient 
number of such cases to establish fairly definitely 
the extent to which the theory of estoppel may be 
applied. It is now of such importance, however, that 
we may well spend a few moments considering the 
general circumstances which, in my opinion, may 
make the theory of estoppel applicable. They re- 
quire that the taxpayer shall have made a definite 
statement of pertinent facts relating to the taxability 
of items of income and that the Bureau of Internal 
Revenue, relying on the taxpayer’s statements and 
claims, reached a conclusion and closed a prior year 
case, only to find that when the question of taxing 
the income in a later year arises the taxpayer con- 
tends that the amount was properly taxable in the 
prior year. In other words, there should be a definite 
holding out by the taxpayer to his own advantage 
upon which the Commissioner relied. To illustrate 
what I have in mind, if a taxpayer reporting on a 
cash basis excludes income in a prior year, and in 
support thereof states that it was not available and, 
therefore, not constructively received, so that the 
Bureau of Internal Revenue approved the prior year 
tax return without including such item in income, I 
believe such a taxpayer might well be estopped from 
stating with respect to the year in which it was re- 
ceived that it was available and had been construc- 
tively received in the prior year and hence was not 
taxable in the year of receipt. 

The Bureau of Internal Revenue has sought to 
apply the theory of estoppel to many cases in which 
income was not reported in a prior year, even though 
the facts may have been readily available to the 
representative of the Bureau of Internal Revenue 
who examined the records. But if an item of income 
was omitted under a mistaken conception of law 
that it did not constitute income, and that position 
was well taken, the income in question should not 
be taxed in a later year if it develops by reason of 

24 Sec. 275(c). 


2% Tidewater Oil Co., 29 B. T. A. 1208. Sugar Creek Coal & Mining 
Co., 31 B. T. A. No. 72. October 16, 1934. 
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court rulings that it was erroneously excluded in 
the earlier years, and that occurs after the Statute 
of Limitations has run against assessment for that 
earlier year. 

The principal question as yet undetermined with 
respect to the estoppel theory is the effect of the 


taxpayer’s failure to make any statement on the 
prior return directing attention to the fact that the 
income has not been included in the return. This 
failure might be innocent or otherwise. Eventually, 
no doubt, we will have definite expressions in Su- 
preme Court opinions that will clarify the present 
confused situation. For the time being, however, it 
would seem desirable to resist all attempts, except 
in clear cases, to include income in an improper year 
on the grounds of estoppel. 


Continuing Methods Once Adopted 


NOTHER group of variations between true in- 

come and taxable income results from the re- 
quirement of the Bureau of Internal Revenue, or the 
law, that certain methods of accounting once adopted 
must be consistently followed each succeeding year 
unless permission to change the method is obtained 
from the Commissioner of Internal Revenue and that 
permission is requested the required length of time 
prior to the close of the taxable year.”® 


From an accounting point of view, we are of course 
not limited to the use of a particular theory or 
method if it does not reflect true income. We also 
know that one method might well reflect true in- 
come for one or more years and then be incorrect 
in another year. Foremost among these is the 
method of determining the. value of the inventory. 
As long as market values are maintaining an up- 
ward tendency, the cost basis of inventory valuation 
may well reflect true income. However, should 
there be a decline in market values it may then he- 
come necessary to use the cost or market value 
basis to determine true income. If our adopted ba- 
sis were cost, the cost or market basis would not 
be permitted for tax purposes,” unless permission 
had been obtained to change the method even though 
the need therefor did not develop until shortly be- 
fore the close of the tax year and after it was too 
late to request that permission. Some taxpayers 
have found that a definite advantage during the past 
few years as it has permitted them to value their 
inventory for tax purposes at an amount in excess 
of the value shown in their accounts, because the 
latter recognized decline in market values while the 
tax return did not. Thus, they have reported on 
tax returns smaller losses and have retained a higher 
basis so that, when the years of profitable operation 
arrive, and the closing market values are no longer 
less than cost, a smaller taxable income will be 
reported. 


The continued use of either the accrual or, more 
particularly, the cash basis may also result in an 
income that is not true income. In preceding sec- 
tions I dwelt on the application of either basis to all 
items of any year. An equally untrue result may 
be obtained from the continued use of either basis, 








26 Article 322 of Regulations 77. 
27 Article 102 of Regulations 77, 
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as whichever basis is adopted must be continued 
year after year, even though conditions have changed, 
unless permission has been obtained to make a 
change. As that permission may be predicated on 
duplicating items of income or losing the benefit of 
expenses, it may not be desirable to request it. That 
should not prevent changing the book accounting 
method but tax returns must still be prepared on the 
old basis. 


Summary 


In conclusion, let me summarize in a few:short 
sentences: 


(1) Taxable Income and true Income are not 
synonymous. 

(2) We seem to be partially on the way towards 
making them the same, though I doubt that we will 
ever reach that point. 


(3) Most of the differences result from the appli- 
cation of fundamental theories or principles, to wit: 


(1) Constitutional prohibitions; 


(2) The desire equitably to adjust the tax bur- 
den; 


(3) The requirement that whatever basis be 
adopted must be applied strictly to all items; and 


(4) The requirement that methods once adopted 
must be followed in later years. 


(4) If the basic theories and reasons therefor are 
fully understood, it will be possible to reason out 
many problems, or recognize their existence, without 
keeping thousands of decisions or rulings, and par- 
ticular law provisions at one’s finger tips. 


No brief discussion could ever supply a full knowl- 
edge or understanding of the foregoing. That re- 
quires considerable study and application. But if it 
starts thinking in the right way so that, as problems 
arise, cases are examined or Regulations read, they 
are analyzed along the lines of basic principles in- 
stead of as interest, sale, compensation or what not, 
our purpose will have been accomplished. 


Taxation of Corporations Used to Avoid 
Taxes upon Stockholders 


(Continued from page 84) 
come which the stockholders have not actually re- 
ceived, but the constitutionality of the provisions 
mentioned has never been directly tested in the 
courts. It is to be regretted that the timidity which 
assailed the Treasury after the decision of Eisner v. 
Macomber, 252 U. S. 189, has daunted it from inviting 
a test of the constitutionality of the cognate statutes 
enacted prior to Section 220 of the Revenue Act of 
1921. Notwithstanding the general and well settled 
rule that a corporation is an entity separate and dis- 
tinct from the stockholders composing it,’ the 


1% Peterson v. Chicago, R. I. & P. Railway, 27 S. Ct. 513, 205 U. S. 
364, 3 Am. Fed. Tax Rep. 2794; Conley v. Mathieson Alkali Works, 
23 S. Ct. 728, 190 U. S. 406, 3 Am. Fed. Tax Rep. 2744; Pullman Car 
Co. v. Missouri Pacific Co., 6 S. Ct. 194, 115 U. S. 587, 3 Am. Fed. 
Tax Rep. 2482; Eisner v. Macomber, 252 U. S. 189; Pittsburgh & 
Buffalo Co. v. Duncan, 232 Fed. 584, 587, 1 Am. Fed. Tax Rep. 645; 
Osburn California Corp. v. Welch, 39 F. (2d) 41, certiorari denied, 
51 S. Ct. 28; Burnet v. Clark, 287 U. S. 410, reversing 59 F. (2d) 1031, 
which reversed 19 B. T. A. 589; Burnet v. Commonwealth Improvement 
Co., 287 U. S. 415, reversing 57 F. (2d) 47, which reversed 20 B. T. A 


(Footnote 104 continued on the next page) 
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courts, in a number of notable instances,’® have not 
hesitated to cast aside the fiction of the corporate 
entity and to pierce the corporate veil whenever the 
corporation was used *by those controlling it as an 
instrumentality for the perpetration of fraud and the 
evasion of statutory obligations. Nor is this sugges- 
tion at all revolutionary. England, confronted with 
the identical problem of super-tax evasion through 
the corporate device, has never swerved from the 
original course which it adopted in 1922 of taxing 
the members of the corporation, in respect to corpo- 
rate profits unreasonably withheld from distribution, 
disregarding the fiction of the corporate entity and 
avoiding any element of double taxation. Indeed, 
the doctrine of constructive receipt, which is designed 
to reach income not reduced to actual possession, 
might be logically and reasonably expanded to en- 
compass corporate profits which are available and 
subject to withdrawal by the stockholders in control 
of the corporation but for the fact that they choose 
to accumulate such profits in the corporate treas- 
ury for the purpose of escaping surtaxes. 


A great deal of confusion of thought will be obvi- 
ated if the statute’s limited sphere of enforcement is 
clearly recognized. Although the law against un- 
reasonable accumulations of surplus for the purpose 
of evading surtaxes has been on the statute books 
for more than twenty years, not a single case has 
heen reported where a manufacturing or trading 
corporation was prosecuted under its provisions. 
This is not due to any laxity of enforcement on the 
part of the Treasury Department but, as conceded 
by the Congressional Joint Committee on Taxation, 
the impotency is caused by the virtual inability of 
those charged with the administration of the law to 
define, ‘“‘in the case of operating companies,” what is 
an unreasonable accumulation of surplus beyond the 
reasonable needs of the business. It may as well 
be freely admitted that as regards manufacturing 
and trading corporations, especially those whose 
stocks are widely diffused and traded upon recog- 
nized exchanges, it is practically impossible to en- 
force the statute at all. Even the smaller industrial 
corporation is beyond the practical reach of the stat- 
ute, unless its accumulation of surplus is grossly dis- 
proportionate to its legitimate business needs or its 
purpose to evade surtaxes is betrayed by some ad- 
ventitious circumstance such as the making of huge 
loans to its controlling stockholders. The Commis- 
sioner, in attempting to enforce the statute against 


1189; Dalton et al. v. pouers, 287 U. S. 404, affirming 56 F. (2d) 16: 
E. H. Nielsen Co., 26 B. T. 223; Romie C. Jacks, 19 B. T. A. 559; 
112 West 59th Street Corp., 23 B. T. A. 767. It should be noted that 
while the foregoing citations, to which may be added many others, 
enunciate the general rule cited in the text, yet many of them also 
recognize the exception to the general rule whereunder ‘the courts may 
look through the corporate form to the realities of the case; cf. Eisner 
v. Macomber, Osburn California Corp. v. Welch and Burnet v. Clark, 
supra. 

185 McCaskill Co. v. U. S., 30 S. Ct. 386, 216 U. S. 504, 3 Am. Fed. 
Tax Rep. 2810; In re Watertown Paper Co., 169 Fed. 252, 1 Am. Fed. 
Tax Rep. 163; Silvertown Motor Co. v. U. S., 62 Ct. Cl. 171, 5 Am. Fed. 
Tax Rep. 6034; U. S. v. United Shoe Machinery Co., 234 Fed. 127; 
U. S. v. Reading Co., 253 U. S. 26. 3 Am. Fed. Tax Rep. 3067; 
U. S. v. Lehigh Valley R. R. Co., 31 S. Ct. 387, 220 U. S. 257, 3 Am. 
Fed. Tax Rep. 2855; Acme Operating Co. v. 'U. S., 74 Ct. ‘Cl. 82; 
U. S. v. Phellis, 42 S. Ct. 63, 257 U. S. 156, 3 Am. Fed. Tax Rep. 3123; 
New York Trust Co. v. Edwards, 257 U. S. 176, 42 S. Ct. 68, 3 Am. Fed. 
Tax Rep. 3128; Union Pacific Coal Co. v. Skinner, 249 Fed. 152, 1 Am. 
Fed. Tax Rep. 993; Linn & Lane Timber Co. v. U. S., 35 S. Ct. 440, 
236 U. S. 574, 3 Am. Fed. Tax Rep. 2910; see also Williams Investment 
Co. v. U. S., 3 Fed. Supp. 225. 

106 Finance Act of 1922, Sec. 21; Finance Act of 1927, Sec. 31; 


Newport and Staples: Income Tax Law and Practice, 5th Ed., 
p. 268-275. 








THE TAX MAGAZINE 






February, 1935 








operating companies, is confronted with the same 
difficulty that a stockholder has to meet when he 
invokes the aid of the court to compel the distribu- 
tion of a dividend. The courts as a rule have refused 
to substitute their judgment for that of the directors 
except in the rare case where the refusal to declare 
a dividend was so palpably arbitrary as to amount 
to fraud or a breach of that good faith which direc- 
tors are bound to exercise towards their stockhold- 
ers. The effective enforcement of the statute is 
practically limited to nonoperating companies such 
as personal holding or investment companies. The 
segregation of nonoperating companies under the 
classification of Section 351, without any necessity to 
prove a purpose to evade surtaxes or an unreason- 
able accumulation of surplus, is a virtual admission 
of that fact. 


Section 102 of the Revenue Act of 1934 and its 
forerunners have been criticized on the ground that 
the test of the applicability of the statute is the sub- 
jective element of purpose rather than the objective 
element of unreasonable accumulation. The new 
Section 351 obviously escapes this criticism because 
it applies to all personal holding companies within 
the statutory definition, regardless of either the pur- 
pose or the amount of accumulation. However, it 
appears to this writer that the criticism, in so far as 
it affects Section 102, misconceives the efficacy of an 
objective standard as contrasted with a subjective 
standard. To be sure, purpose being a mental oper 
ation is not easily susceptible to proof and almost 
always has to be sustained by circumstantial evi- 
dence. On the other hand, what is an unreasonable 
accumulation of profits beyond the reasonable needs 
of a business is no less difficult to prove, despite the 
objectivity of the standard, as the Treasury Depart- 
ment has discovered after two decades of administra 
tive experience with the law. There‘is no such thing 
as a universal yardstick for the measurement of the 
reasonable financial requirements of a going concern. 
The financial needs of a business not only vary with 
each type of industry but with each business unit 
within the industry. Despite the advances made in 
accountancy, budgetry and statistical studies, it can- 
not be said that any general formulae, ratios or other 
criteria have been developed which may be imperson- 
ally applied to determine the capital requirements 
of a particular business. The recent depression 
has shattered many preconceived notions as to 
the proper proportion of profits which should: be 
retained in a business as a margin of safety against 
the drain on accumulated surplus caused by “lean” 
vears of business activity. It is a matter of common 
knowledge that many industrial enterprises, which 
in 1929 had sizeable surpluses, are today no longer 
existent or their surpluses have been converted into 
deficits. What objective vardstick can be suggested 
for determining the precise amount which shall be 
reserved out of prior earnings as insurance against 
the heavy toll of recurring cyclic depressions? Mind- 
ful that the statute does not contemplate that a 


107 Dodge v. Ford Motor Co., 204 Mich. 459, 170 N. W. 668. 

108 See articles by Seymour J. Graubard, entitled “Accumulation of 
Surplus To Evade Surtaxes,” in November and December, 1932 issues 
of Tue Tax Macazine, particularly, the draft of a statute which this 
writer recommends, modelled in many respects upon the English statute 
which foreshadows many of the provisions of Section 351 of the Revenue 
Act of 1934 as limited to statutory personal holding companies. 
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business shall remain static, what definitive limits 
shall be imposed upon the future expansion of a 
business and what percentage of accumulated earn- 
ings shall be allotted for that purpose? Take the 
film industry which is reported to be confronted with 
a liability of $100,000,000 for damages, as a result 
of a judgment lately handed down affecting the va- 
lidity of certain basic patents. What proportion of 
profits shall be set aside to meet this contingent 
liability and the many other indeterminate liabilities 
that spring up in the course of a business? The 
conclusion is inescapable that shifting the emphasis 
of the statute from the purpose to evade surtaxes to 
the objective fact of unreasonable accumulation will 
not extend the scope of Section 102 which, as pointed 
out above, is inherently incapable of enforcement 
against operating companies except in rare instances. 


Why corporations subject to the provisions of Sec- 
tion 102 are not permitted to deduct from “adjusted 
net income” Federal income, war-profits and excess- 
profits taxes, contributions, losses from the sale or 
exchange of capital assets, etc.—which are allowed 
as deductions under Section 351—is as inexplicable 
as it is discriminatory. Under both sections, the sur- 
tax is theoretically imposed on undistributed annual 
profits. There appears to be no sound reason why 
the statutory definition of undistributed profits in 
the one case should be different from that in the 
other, unless the five per cent differential in surtax 
rates under Section 102 can plausibly be considered 
some justification for making the base of the tax 
thereunder broader. 


All signs point to the fact that the Treasury De- 
partment plans to give the subject statutes more 
vigilant and vigorous enforcement than ever before. 
The transfer of audit and review functions, to deter- 
mine whether tax liability exists under these sections, 
-from the rules and regulations section at Washington 
to the internal revenue agents in the field, with the 
right of protest and hearing in the office of the gen- 
eral counsel at Washington, is bound to bring an 
increasing number of corporations under administra- 
tive scrutiny. Within the last month, newspaper 
despatches have heralded a great drive undertaken 
by the Treasury Department against a hundred cor- 
porations charged with violations of the statute dur- 
ing the years 1929-1931, involving millions of dollars 
in tax deficiencies. It is noteworthy that in the list 
of corporations published, no name is recognizable 
as that of an operating company. They all appear to 
be personal holding and investment companieS. 





Tax Liability on Profit from Sale of Stock Acquired by 
Exercise of Rights Issued to Stockholders 


An interesting decision was rendered by the U. S. Circuit Court of 
Appeals, First Circuit, in Ellen Ayer Wood v. Commissioner, holding 
that profit realized from the sale of stock acquired by the exercise of 
rights was capital gain, under the Revenue Act of 1928, though the stock 
had been hele ten than two years but where the original stock on which 
the rights were issued had been owned for more than two years prior 
to the date of sale. In the opinion the following ruling is made: 


“* *  * when new capital is added to the assets of an existing cor- 
poration each share represented by the certificate issued therefor is not 
a share in the new capital alone but automatically spreads over and 
attaches itself to the whole and every part of the corporation and the 
old certificates likewise automatically come to represent interests in the 
new as well as the old.” 
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Pending State Tax Legislation 


(Continued from page 95) 


Franchise Tax.—H. B. No.,93 substitutes 
a franchise tax for the capital stock tax 
on foreign corporations. 

H. B. No. 95 imposes a franchise tax on 
and requires reports of foreign corpora- 
tions. 

Gasoline Tax.—H. B. No. 124 allows re- 
fund of all taxes paid on liquid fuels not 
used for operating motor vehicles. 


Income Tax.—H. B. No. 137 imposes an 
emergency income tax for school purposes. 

H. B. No. 270 imposes an income tax on 
residents for funds for citizens’ retire- 
ment. 


Inheritance Tax.—H. B. No. 11 allows 
further deductions where estates vest in 
direct heirs. 

H. B. Nos. 92 and 229 transfer collection 
of inheritance taxes from county officers 
to Department of Revenue. 

H. B. No. 99 amends the Transfer In- 
heritance Tax law. 

Motor Vehicles.—H. B. 
operators’ license fees 
registered vehicles. 

H. B. No. 81 denies motor vehicle titles 
to persons under 21. 

H No. 110 reduces motor vehicle 
registration fees. 

H. B. No. 141 reduces operators’ license 
fees from $2 to $1. 

H. B. No. 230 revises motor vehicle fees, 
and length, height, and weight require- 
ments. 

H. B. No. 240 reduces registration fees 
for non-commercial vehicles. 


Occupation Taxes.—H. B. No. 94 im- 
poses license taxes on restaurants; auc- 
tioneers; stock, bill, note, exchange and 
merchandise brokers, commission. mer- 
chants, real estate brokers and agents, 
pawnbrokers, and places of amusement for 
games played with pins or balls. 


Occupation and Poll Taxes.—H. B. No. 
23 abolishes the per capita school tax and 
imposes an occupation tax. 


Property Taxes.—S. B. No. 3 exonerates 

penalties and interest on real estate taxes. 

S. B. No. ‘13 provides further for ad- 

journment and readjournment of tax sales. 

No. 20 adjourns treasurers’ sales 

in third class counties in 1935 and 1936. 
Passed Senate. 

S. B. No. 40 abates certain penalties and 
interest on first class city taxes and first 
class school taxes. 

B. No. 100 authorizes taxation of 
shares of banks, corporations and limited 
partnerships not employing a substantial 
amount of capital in Pennsylvania for 
county and city purposes. 

H. R. No. 20 requires county treasurers 
to hold tax sales of returned seated lands 
during February 1935. 

H. B. No. 20 authorizes counties, cities, 
boroughs and towns to exonerate penalties 
and interest on delinquent real estate 
taxes. 

H. B. No. 30 abolishes real estate taxes 
for schools, roads, streets and bridges. 

H. B. Nos. 118 and 125 exonerate penal- 
ties and interest on delinquent real estate 
taxes. 

H. B. Nos. 148, 268 and 302 authorize 
cities and school districts of first class 
to impose penalties and interest on delin- 
quent taxes. 


No. 
for 


16 omits 
owners of 
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H. B. No. 150 denies right to record 
deed on properties on which taxes or water 
rents are unpaid. 

H. B. No. 151 allows abatement of penal- 
ties and interest on taxes of certain bodies. 

H. B. Nos. 233 and 310 authorize courts 
to postpone tax sales for two years. 


Property Taxes — Exemptions. — H. B. 
No. 153 defines property subject to and 
exempt from taxation. 


Property Taxes—Intallment Payments. 
—H. B. No. 253 allows payment of delin- 
quent real estate taxes for years prior 
to 1935 and allows discount for prompt 
payment. 


Property Taxes— Rate Limitations. — 
H. B. No. 136 limits school district tax 
rates to 4 mills per dollar. 

H. B. Nos. 149 and 198 limit school 
levies to interest and sinking fund purposes. 


Public Utilities—H. B. No. 74 subjects 
utilities properties to taxation. 
B. No. 96 extends the gross receipts 
tax law to gas, water and steam companies. 
H. B. No. 121 extends the gross receipts 
tax to all utilities subject to the Public 
Service Commission’s jurisdiction. 


RHODE ISLAND 


Inheritance Tax.—S. B. No. 40 amends 
the inheritance tax laws to make the tax 
applicable to living trusts. 


Motor Vehicles.—S. B. No. 27 amends 
Sec. 9 of Chap. 98 to provide for suspen- 
sion of registration for nonpayment of 
vehicle tax. 


SOUTH CAROLINA 


Alcoholic Beverages.—S. B. No. 47 
amends the collection provisions of the 
beer tax law. 


Motor Vehicles.—H. B. No. 23 requires 
applicants for motor vehicle licenses to 
state their county of residence and pro- 
hibits use of fictitious names. Passed 
House. 


Rolling Stores—H. B. No. 54 licenses 
rolling stores. Passed House. 


SOUTH DAKOTA 


Cigarettes—S. B. No. 4 requires tax 
stamps to be put on cigarette package 
proper. 


Cream.—S. B. No. 17 regulates buying 
and grading of cream and licenses buyers. 


Eggs.—S. B. No. 5 provides for regula- 
tion of egg dealers and a $1 license fee. 

H. B. No. 18 imposes a $1 license fee 
on egg handlers. 


Gasoline Tax.—S. B. No. 9 provides for 
gasoline tax refund on certain motor vehicles. 


Income Tax.—S. B. No. 36 imposes a net 
income tax at rates of 1% to 7%. 

H. B. No. 33 imposes a net income tax 
of from 3% to 10%. 


Property Taxes.—S. B. No. 14 relates 
to assessment and taxes, amending Sec. 5 
of Chap. 109, L. 1919. 

S. B. No. 20 extends the period for 
redemption of property sold for taxes to 
eight years. Killed. 

H. B. No. 28 regulates sale of tax sale 
certificates on land sold to county. 


February, 1935 


Property Taxes—Exemptions.—S. J. R 
No. 2 provides for exemption of homestead¢ 
from taxation. 


Sales Tax.—S. B. No. 36 imposes a 2% 
retail sales tax. 

S. B. No. 37 imposes a 1% gross sale; 
tax. : 


TENNESSEE 


Alcoholic Beverages. —H. B. No. 173 
exempts from tax beer made in Tennessee 
and sold outside state. 


Income Tax.—H. J. and C. R. No. 6 
imposes a gross income tax of % of 1% 
on manufacturers, wholesalers and retailers, 
and mineral and lumber operations, and oj 


1% on other personal and _ corporate 
incomes, 
Lubricants——H. B. No. 102 taxes all 


lubricating oil sold, delivered or distributed 
in the state. 


Motor Vehicles.—S. B. No. 62 and H. B. 
No. 217 provide a model driver’s license 
law. 

S. B. No. 107 extends the deadline for 
paying auto license fees to April 1. 

H. B. No. 147 authorizes reciprocal auto 
license agreements with other states. 


Poll Tax.—H. B. No. 93 abolishes the 
poll tax as to women. 


Property Taxes.—S. B. No. 66 postpones 
filing of suits on 1933 delinquent taxes to 
June 1, 1935. 

S. B. No. 67 and H. B. No. 146 repeal 
the 8¢ state land tax levy for school 
purposes. 

S. B. No. 69 reduces penalties on delin- 
quent taxes. 

S. B. No. 70 amends L. 1933, Chaps. 22 
and 126, to allow payment of delinquent 
taxes from 1920 through 1932 without 
penalty. : 

S. B. No. 98 repeals penalties on delin- 
quent property taxes. 

H. B. No. 26 relieves taxpayers owing 
delinquent 1925 to 1936 ad valorem faxes 
and for redemption of lands already sol 
for those years’ taxes. 

H. B. No. 39 relieves persons owing 
delinquent State, county, municipal or 
special ad valorem taxes for the years 
1920-1933, inclusive, and for the redemption 
of property already sold for taxes in said 
years. Passed House. 

H. B. No. 94 relates to collection of 
state, county and municipal property taxes. 

H. B. No. 152 amends 1932 Code Sec. 1547 
to abolish delinquent tax penalties. 


Property Taxes—Exemptions.—S. B. No. 
96 regulates exemptions of personal property. 

H. B. No. 97 removes exemptions from 
taxation of certain property owned by 
eleemosynary institutions. 


Property Taxes—Personalty.—H. B. No. 
153 regulates personal property tax exem)- 
tions. 


Sales Tax.—S. B. No. 133 imposes a 3% 
sales tax. 

S. B. No. 155 and H. B. No. 242 impost 
a 3% tax on gross retail sales and %4of 1% 
on sales at wholesale; include electricity, 
transportation and communications. 


Soft Drinks.—H. B. 212 imposes a ta‘ 
on soft drinks. 
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JR TEXAS 
estead’§ wessage. — Governor Allred’s message 
@ealt at length with governmental expendi- 
s a 2%ires, but deferred taxation to a later mes- 
age. 
S sales Chain Store Tax.—H. B. No. 34 imposes 
graduated chain store tax of from $3 
r one store to $500 per store over 50 
ores. 
To. 173 H. B. No. 94 imposes a chain store tax 
pueoned raduated from $3 for one store to $750 


br each store over 40. 
H. B. No. 137 taxes chain stores graduating 


No. 6ffom $1 for one store to $500 per store 


of 1% ver 49. 
— Fishing (Commercial).—H. B. No. 60 
-aniafends Sex. 39f HB, No. 81, Chap. 2 


_ 1933 first called session, and H. B. No. 
, L. 1933 third called session, in regard 


ixes alll fish food dealer’s license. 
tributed Gasoline—H. B. No. 250 allows refund 

f motor fuel tax where fuel was not used 

id H. Bp propel motor vehicles. 

license@l Gross Receipts Taxes.—S. B. No. 61 
. bvies a 214% gross receipts tax on rail 
line for r water express companies. 

S. B. No 62 levies a 234% gross receipts 
cal autog.. on telephone and radio broadcasting 
ites. ympanies. 
shes the S. B. No. 64 imposes a 1%% gross 

















eceipts tax on telephone companies. 

H. B. No. 163 authorizes municipal tax- 
ion of gas, electric and water companies 
Y, the state rate. 

H. B. No. 246 amends R. C. S. Sec. 7060 
mposing gross receipts taxes on and re- 
wiring reports of gas, electric light, power 
ul waterworks companies. 

H. B. No. 248 amends R. C. S. Sec. 7075 
xing penalties for nonpayment of gross 
ceipts taxes. 


stpones 
taxes to 


6 repeal 
school 


yn delin- 


haps. 22 
‘linquent 
without Income Tax.—H. B. No. 41 levies a tax 


nnet income of retail groceries, clothing, 

















on delin-grd dry goods houses of from 1% on 
10,000 to 10% on $40,000 or over. 
rs owingf Injunctions.—S. B. No. 11 and H. B. 
2m taxes—o. 62 add a new Art. 4760a to the Civil 
ady soldBtatutes relating to injunctions restraining 
ollection of taxes. 
iS owns Insurance.—S. B. No. 104 assesses in- 
cipal Of firance companies (other than life) 2.6% 
he yearsBn gross premium receipts for a Firemen’s 
demptionRelief and Pension Fund. 
-s in said 
Luxury Tax.—H. B. No. 116 imposes a 
ection offMxury tax of 20% on chewing gum, and 
rty taxes. )% on perfumes, cosmetics, tobacco except 
Sec, 1547msarettes, bottled soft and cereal drinks, 
pry leatre tickets, playing cards, sporting 
S B.No oods, firearms and malt. 
property. Motor Vehicles.—S. B. No. 60 imposes 
‘ons from 20% penalty on motor vehicle licenses for 
ened hilure to pay 1934 ad valorem tax. 
S. B. No. 116 fixes motor vehicle and 
HB. No. ae auto fees on a sliding scale based 
ght. 
x exeml BH. B. Nos. 71 and 136 license motor 
hicle operators. 
yses a 3%§ H. B. No. 180 amends Sec. 5 of Chap. 88 


f the second called session of the 41st 

egislature, in regard to licensing motor 

ehicles. ; 

Oil—S. B. No. 44 amends Art. 7046 im- 

sing a $1 tax on oil. 

ses a ta H. B. No, 89 amends the law in regard 
collection of the tax on oil. 


42 impose 
d Yof 1% 
slectricity, 
ons. 
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Poll Tax.—H. B. No. 2 fixes a $1 poll tax 
on persons aged 21 to 60. 


See also “Property Taxes.” 


Property Taxes.—S. J. R. No. 9 proposes 
a constitutional amendment requiring that 
taxes on real property be equal and 
uniform. 
wi. ¢C:-R. Ne. 13 pats OH. B. No.7 of 
the last session, releasing penalties and 
interest on delinquent taxes, into immediate 
effect. Approved January 25, 1935. 

H. J. R. No. 16 proposes a constitutional 
amendment, striking out the provisions for 
ad valorem taxes, and directing the legis- 
lature to enact laws to raise revenue for 
governmental purposes. 

H. B. No. 15 amends R. C. S. Sec. 7043 
in regard to ascertaining tax rate. 

H. B. No. 18 releases interest and penal- 
ties on poll and ad valorem taxes delin- 
quent August 1, 1934 if paid by March 
FS, 1935. 

H. B. 64 is in regard to powers and 
duties of the State Tax Board. 

H. B. No. 196 amends R. C. S. Sec. 5517 
providing for ten year limitation on delin- 


quent taxes and cancellation of certain 
taxes. 


H. B. No. 222 allows appeals by prop- 
erty owners from boards of equalization 


to district courts in regard to assessed 
valuations. 


Property Taxes—Exemptions.—S. B. No. 
110 exempts from taxation property of 
associations promoting welfare of youth. 

H. J. R. No. 10 proposes a constitutional 
amendment to Sec. l-a of Art. VIII for 
a $3,000 tax exemption on homesteads. 

H. J. R. No. 22 proposes a constitutional 
amendment to add Sec. 1-b to Art. VIII 
for a $3,000 homestead exemption. 

H. B. No. 33 exempts from taxation for 
three years improvements put on lands 
during that period. 


Property Taxes—Installment Payments. 

No. 1 permits payment of one-half 
or all of common and independent school 
(listrict taxes before paying other taxes. 
Passed House. 


Property Taxes—Lien—H. B. No. 254 
makes the lien for property taxes superior 
to all others beginning January 1 annually. 


Sales Tax—H. J. R. No. 7 proposes 
a constitutional amendment creating a new 
Sec. 20, Art. VIII, for a 3% gross sales 
tax on retail sales of tangible property, 


including electricity, gas and telephone 
service. : 


Salt—H. B. No. 235 imposes a $1 tax 
per long ton on salt produced in Texas. 


Slot Vending Machines.—H. B. No. 223 
imposes a tax on coin slot vending machines 
and repeals Chap. 116 of the first called 
session of the 43rd Legislature. 


Sulphur.—H. B. No. 245 imposes a $2 
tax per long ton and requires quarterly 
reports of producers. 


Tobacco.—H. J. R. No. 20 proposes a 
constitutional amendment to permit a 
graduated tax on cigars. 

H. B. No. 67 makes the cigarette tax 
payable by use of stamps. 
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UTAH 


Alcoholic Beverages.—S. B. No. 24 pro- 
vides for licensing individuals to control 
the sale of liquors. 

H. T. No. 01 provides for state liquor 
control. 

H. T. No. 1 relates to state liquor stores. 


Business Taxes.—H. B. Nos. 10 and 12 
provide that payment of a business tax in 
one city shall authorize doing business in 
all cities. 


Franchise (Income) Tax.—S. B. No. 1 
increases the corporation franchise tax on 
net income from 3% to 4% and abolishes 
the property tax offset. 

S. B. No. 2 increases the tax rate to a 
maximum of 6% on income over $5,000. 


Gas—H. B. No. 16 taxes natural and 
artificial gases 4¢ per 1,000 cubic feet. 


Inheritance Tax.—S. B. No. 64 increases 


inheritance taxes to absorb the Federal 
credit. 


Insurance.—S. B. No. 11 increases the 
tax on insurance exchanges to 2% of gross 
premiums, 

S. B. No. 12 taxes fraternal insurance 
companies 2% of gross premiums. 

B. No. 13 taxes foreign insurance 
companies 2%. 

H. B. No. 62 increases the premium tax 

from 2% to 3%. 


Oleomargarine.—See “Tobacco.” 


Mines.—S. B. No. 63 provides for assess- 
ing metal mines, mining claims and properties. 


Property Taxes.—S. B. No. 3 cancels 
all penalties and interest on delinquent 
1928 to 1934 taxes. 

S. B. No. 58 is in regard to jeopardy 
assessments where company is considered 
a bad risk. 

B. No. 14 extends the time for 
redemption of taxes to April 1, 1935. Ap- 
proved January 21, 1935. 


Property Taxes—Installment Payments. 
S. B. No. 19 provides for paying taxes 
in installments, for discounts on advance 
payments, and for reducing interest rates 
on delinquent taxes. 


Tobacco.—S. B. No. 14 taxes tobacco, 
cigars and snuff. 

S. B. No. 57 reduces the license fee for 
cigarettes to $5 and for oleomargarine to $2. 


Trading Stamps.—H. B. No. 23 licenses 
issue of trading stamps. 


VERMONT 


Motor Vehicles.—H. B. No. 40 relates 
to nonresident automobile registration. 


WASHINGTON 


Chain Stores—S. B. No. 3 imposes a 
license tax on chain stores. H. B. No. 25 
is the same. 

S. B. No. 8 imposes graduated license 
fees on chain stores, gas stations, and 
combinations with common buying and 
advertising agencies. 


Fuel Oils—H. B. No. 79 levies a tax 
on heavy fuel oil of 50¢ per barrel and 3¢ 
on blended or Diesel fuel. 


Income Tax.—H. J. R. No. 2 proposes 
a constitutional amendment to authorize 
an income tax. 
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Intangibles—H. B. No. 52 imposes a 
2% tax on moneys, credits, stocks and 
bonds. 


Property Taxes.—S. B. No. 28 requires 
assessment of mineral, oil and gas rights 
reserved on sale of lands at not less than 
10% of surface valuation. 

H. B. No. 24 relates to assessment and 
collection of real estate taxes. 

H. B. No. 58 provides for a revaluation 
of timber lands by county assessors. 

H. B. No. 64 authorizes the tax commis- 
sion to fix rules for uniform assessments 
by county assessors. 


Property Taxes — Exemptions. — H. B. 
No. 1 allows $2,500 tax exemption to home 
owners. 

H. B. No. 11 allows $1,000 tax exemption 
to home owners. 

H. B. No. 32 allows tax exemption of 
improvements on small homesteads. 


Severance Tax.—S. B. No. 30 imposes 
a severance tax of 25¢ per 1,000 on timber, 
2¢ a barrel on oil, 15¢ per ton on coal 
and 10¢ per tree on Christmas trees. 


WEST VIRGINIA 


Billboards—H. B. No. 113 taxes bill- 
boards $50 each plus 3¢ per square foot. 


Gas and Oil.—H. B. No. 116 taxes gas 
3¢ per 1,000 cubic feet and oil 2¢ per 
barrel. 


Gasoline.—H. B. No. 52 exempts munici- 
palities from the gasoline tax. 


Income Tax.—S. B. No. 26 provides for 
a graduated income tax. 

H. J. R. No. 5 allows $2,500 exemption. 

H. B. Nos. 67 and 70 repeal the gross 
income tax. 


Motor Vehicles.—H. B. No. 37 fixes the 
passenger auto registration fee at $1.75 
per cylinder. 

H. B. No. 54 provides a 10% yearly 
reduction in automobile registration fees. 

H. B. No. 88 makes automobile licenses 
run for the calendar year. 

H. B. Nos. 93 and 108 fix passenger auto 
fees at $8. 

H. B. No. 94 fixes passenger auto fees 
at 40¢ per 100 pounds. 

The following House Bills propose passen- 
ger automobile fees at a flat sum for the 
first 1,000 pounds plus an amount for each 
additional 100 pounds weight: 


H. B. First 
No. 2,000 Lbs. 


$ 6.50 .. 


Each Add’l 
100 Lbs. 


.$. 


per additional 100 pounds; trucks and 
trailers not for hire are reduced to 50¢ 
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Oleomargarine—H. B. No. 95 taxes 


oleomargarine 10¢ per pound. Passed 
House. 


Property Taxes.—S. B. No. 3 extends 
the time for redeeming forfeited lands. 

H. B. No. 5 extends the time for redeem- 
ing forfeited lands. 

H. B. No. 16 cancels delinquent 1932 
taxes. 

H. B. No. 43 amends 1931 Code, Sec. 6 
of Art. 4, Chap. 11, in regard to assessment 
of land. 

H. B. No. 44 amends 1931 Code, Secs. 32 
and 33 of Art. 10, Chap. 11, relating to 
redemption of lands forfeited to the state. 

H. B. No. 45 amends 1931 Code, Sec. 23 
of Art. 9, Chap. 11, relating to redemption 
of delinquent lands. 

H. B. No. 53 extends to June 30 the next 
payment of delinquent taxes. 

H. B. No. 138 extends the time for 
redeeming delinquent lands two years. 


Property Taxes—Exemptions; Rate Lim- 
itations.—S. J. R. No. 2 provides for consti- 
tutional amendment creating levy limitation 
and exempting property of less than $2,500 
valuation from taxation. 


Sales Tax.—H. B. Nos. 10, 34 and 35 
repeal the gross sales tax law. 

H. B. No. 72 imposes a 2% tax on pur- 
chases by consumers, except 10¢ purchases, 
but including autos purchased outside the 
state. 

H. B. No. 89 imposes a 2% sales tax 
except on food, clothing, drugs, farm ma- 
chinery and seeds. 


WISCONSIN 


Finance Committee.—A five point tax 
program estimated to raise $5,000,000 to 
finance 1935 relief was recommended to the 
joint finance committee by Governor La 
Follette on January 22. Briefly, the Gov- 
ernor asked: 

“(1) Extension of the present gift tax from July 
1, 1935, to June 30, 1937. . 

(2) Reenactment of the 25% surtax on inheritanc- 
es taxes exceeding $500 beginning July 1, 1934, and 
ending June 30, 1937. 

“(3) Extension of the 3% utility tax to Wisconsin 


gas and telephone utilities which do not now pay 
the national tax. 

(4) Assessment of dividends received by Wiscon- 
sin individuals in 1933 that contributed nothing to 
relief with an exemption of the first $100. 

“(5) Enactment of a surtax on 1934 incomes, with 
an exemption however of $2,500 to a married man 
instead of the previous $2,250 exemption, and a pro- 
vision forbidding losses to be carried forward into 
another year to offset future income.” 


Alcoholic Beverages.—A. B. No. 24 


amends Stats. Sec. 176.05(2) relating to 
retail liquor licenses. . 


Emergency Relief Income, Inheritance, 
Utilities and Dividends Taxes.—A. B. No. 
48 imposes emergency relief taxes on 1934 
incomes of persons other than corporations; 
on transfers of property taxable under 
Stats. Chap. 72 made between July 1, 1934 
and June 30, 1937; 3% on gross receipts in 
1934 of telephone and electric power com- 
panies; on net dividend income in 1933; 
emergency relief and the appropriations 
for state purposes are made. 





February, 1935 


Inheritance Tax.—S. B. No. 52 repeg 
Stats. Sec. 72.26 and repeals, amends ay 
renumbers sections of other chapters 
correct errors, reconcile conflicts, supp) 
omissions and repeal obsolete provision 


Motor Carriers—S. B. No. 18 amen 
Stats. Sec. 76.54(8) relating to delinque 
taxes of motor carriers. 


Motor Vehicle Fees.—A. B. No. 19 amen; 
Stats. Sec. 85.01(4)(A) relating to mot 
vehicle registration fees. 

* A. B. No. 3 provides that the date a 
ter which anyone may be arrested for dri 
ing without a license pursuant to Stat 
Sec. 85.01 (1) is extended for the year 19 
from February 1 to April 1. Approve 
February 1; published and effective ; 
Chapter 1, L. 1935, on February 2, 1935, 


Property Taxes.—A. B. No. 1 authorize 
cities, villages and towns to extend t 
time for payment of 1934 taxes on re 
estate as to persons unable to pay su 
taxes. 

S. B. No. 24 creates Stats. Sec. 70.1 
relating to taxation of certain county-owne 
property. 

A. B. No. 36 amends Stats. Sec. 70.62(2 


| relating to county taxes. 


Property Taxes—Collection—S. B. Ng 
47 provides for redemption of certain land 
sold for taxes without payment of certai 
interest charges. 

S. B. No. 53 repeals Stats. Secs. 74.03(1 
74.51(1m), 75.01(2), 75.02(2); amends Sec 
74.03(2)(a) and (c), 74.29(1) and (2), 74.3! 
74.39, 74.43(1), 74.46, 74.52, 74.63, 74.6 
75.01(1), 75.02(1), 75.06, 75.25, 75.34(1 
75.42(1), 75.61(1), 75.63(1), 75.64(1); rela 
ing to abolition of penalties and limitatio 
of interest rates on general property taxe 

A. B. No. 27 amends Chapter 426, 
1933, in regard to semi-annual payment o 
taxes. 


Property Tax Exemptions.—S. B. No. 
creates Stats. Sec. 70.11(39) relating t 
exemption from taxation. 

A. B. No. 28 creates Stats. Sec. 70.11(40 
and amends Secs. 70.32(2) and 70.66(3) i 
regard to exemption from taxation. 


WYOMING 


Alcoholic Beverages—H. B. No. 78 | 
censes and regulates the sale of liquors 


Gasoline Tax—S. B. No. 28 amend 
Wyo. Rev. Stats. of 1931, Sec. 115-1102 
regard to gasoline tax rate. 

H. B. No. 36 provides for collection 0 
the gasoline tax by the highway departmen 


Property Taxes.—S. B. No. 21, amend 
Wyo. Rev. Stats. of 1931, Sec. 115-233 
relating to mecessary steps to perfe 
tax titles. Passed Senate. 


Property and Poll Tax Exemptions. 
H. B. Nos. 14 and 15 amend Wyo. Re 
Stats. of 1931, Sec. 115-102 as amended 
relating to property and polls exempt fro 
taxation. H. B. No. 14 passed House. 








